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FRAMEWORK FOR ENERGY POLICY PROPOSED 
OTTAWA -- The Economic Council of Canada is proposing a new 


framework energy policy as a key step to ensuring long-term 
growth. 


In a major energy report released today, the Council 
recommends a more flexible energy strategy which is more 
sensitive to changes in demand and supply. That includes new 


/. : 
yicies andywother changes. 
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pricing and taxation po 
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As part of this strat&d@y, the Council urges federal and 
Ny Spe \ : 4 
provincial governments tosestablisn clear PprincroVves TOF 


revenue-sharing and management of resources. 


Me wreporte- Connections: An, Energy Strategy. for the 


Future - also recommends that a Council of Federal and 


Provincial Energy Ministers be set up to improve 
co-operation. 


Other fundamental issues such as Canadian Ownership of 
petroleum companies and security of oil supplies are 
discussed as well in the Council document. 


The energy report closely examines the 011] and gas 
industries, electric power, energy conservation, and 
alternative forms of energy. It was prepared after more than 
three years' research and wide consultation, particularly 


with industry and government. 
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The basic aim of the energy report is to devise an energy 
strategy that will make the best and most efficient use of 


the nation’s resources and energy potential. 


Energy resources are not being used as efficiently as they 
Should, largely because of federal and provincial policies, 
Sve muieeOOUNC Hi. sitet ADCLUdes pricing. -taxat von. 
PeyuUlavhom and, SUDSTOIZaCiONn, OF O11, Gas, electricity and 


alternative energy sources. 


Rapidly rising worid oil -prrees in tne, last 10 years have 
helped create policy problems in the Canadian oil and gas 
nagustries. 


Interim steps can be taken to deal with some of these 
problems, but a coherent and comprehensive energy policy 
depends on consensus between federal and provincial 
governments, the report says. 


"A prerequisite for the achievement of such a policy is the 
establishment by mutual consent of a framework both for the 
appropriate sharing of costs and revenues and for the 
efficient management of resources." 


The economic benefits of resources owned by either federal 
or provincial governments should be shared by all Canadians, 
the Council says. The question of sharing has centred mainly 
Oms0d) sald dase inerecent yearns, DUt 1t..aDppliVeEs to alt 


resources. 


The federal government now provides payments to poorer 
provinces under the Equalization Program, but Uttawa has no 
systematic access to provincial natural resource revenues to 


fund these payments. 
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Federal and provincial governments should work out 
principles for sharing government revenues from all natural 
resources as part of the next round of discussions on 
federal-provincial fiscal arrangements, the report 


recommends. 


A revenue-sharing agreement would have to be worked out 
gradually over a period of time, beginning with the richest 
resources and then including others. 


Provinces snould have the right to manage and collect 
Surplus revenues from development of their resources, the 
report suggests. But the federal government should have an 
agreed share of these funds. 


Un the other hand, the federal government should have 
revenues gained from federal lands with neighbouring 


provances or territories. 


In any case, Ottawa and the provinces should make clear who 
is responsible for what in managing resources, the Council 


Says e 


The Council of Federal and Provincial Energy Ministers, 
proposed in the report, should meet at least annually to 


improve co-operation. 


As for the controversial issue of Canadian ownership of 
petroleum companies, the Council says Uttawa could provide 
INCenGhVves = Suche asS. tax. Cred1es. to Canadians Investing. 


Shares in these firms. 


More emphasis should be put on this approach than through 
borrowing to buy out foreign firms or through heavy 
subsidizing of exploration and development. Borrowing, often 
from foreign lenders, has placed a heavy burden on the 


Canadian economy in recent years. 
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The report says that if Uttawa feels there is a need for 
added measures to guard against oil shortages - particularly 
for the eastern provinces - a modest storage program could be 
introduced. Recently closed refineries in eastern Canada 
could be used as storage centres. 


For more information, contact: 
Robert Douglas (613) 993-2805 
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COUNCIL URGES PRICE DEREGULATION 


OTTAWA -- Deregulation of oil and gas prices in Canada and a 
more efficient tax and incentive system would significantly 
increase oil and gas production, says the Economic Council of 
Canada. 


The Council says in an energy report, made public today, 
that its analysis shows allowing the domestic oil price to 
rise to world levels, gradually freeing domestic gas prices 
and changing federal energy taxes would help stimulate oil 
and gas exploration, increase natural gas sales, and 
generally promote other energy projects. 


In addition, these developments would contribute to 
increased production and employment in the economy as a whole 


without cutting federal or provincial revenues. 


The Council pinpoints government policy as a prime reason 
for production, sales, and exploration problems in the oil 
and gas industries. 


The energy report examines these industries as well as 
electricity and alternative energy sources in a wide-ranging 
review. It is the result of three years' research and broad 
consultation with government and industry representatives. 
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Among the report's proposals, the Council recommends 
dropping controls on domestic oil and gas prices, partial 
regulation of gas exports, altering the gas pipeline tariff 
System in eastern Canada, modifying the petroleum and gas 
revenue tax, and making other changes to exploration 


incentives. 


ioe aasovrconcuudess thats therbeste bet for oi) exploration is 
in tne Western Sedimentary Basin which runs through Alberta, 
Saskatchewan and the Northwest Territories. Uil companies 
can find additional conventional oil more economically there 
Chane overs Dantstifetine. countryes® pliver ef sprstdilele imu ch 
potential for enhanced oil recovery and some oil sands 
developments in the Western Basin. 


The Council's research on frontier oil developments 
indicates that oil from the MacKenzie Delta-Beaufort Sea and 
Hibernia fields could eventually be produced economically 
unGer: Une tight) condits.ions. 


Currently, the report says that, taking into account 
government taxes and royalties, large companies, on average, 
Havemlattc1esIincentive, On tner basis of Private: costs, £0 
maintain exploration for conventional oil] and to bid for new 


exploration. 


The Council notes that the National Energy Board says 
conventional oil production in the Western Basin 1S about 
hait sed “ip .OTbut? ‘Counc Po "studies tindicate that new tresenves 


could be added more quickly with the right incentives. 


As for natural gas, there are currently excess supplies and 
there is little incentive to search for new reserves. Even 
supplies in the Western Basin should be sufficient for some 
years. But Canadians must still be concerned about 


developing long-term supplies. 
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Frontier gas from the MacKenzie Velta-Beaufort sea region, 
Heahectic Wsdands ,.othel Scotvani Sheif* (off Nova’ Scotia), and 
Hibernia (off Newfoundland), could make an important 
contribution by the mid-199Us. 


The natural gas market is different from 011 because prices 
are not determined by a world market. Essentially, Canadian 
gas 1s tied to a continental North American market where 
Regulationsastitlrptayua tange*adle. 


Under federal-provincial agreements, domestic consumer 
prices are pegged at 65 per cent of the blended price for oil 
at then,lornontoe cCiey gates! Rricesspaiid bosprodiicers “are 
based on the Alberta border price which is largely determined 
by the Alberta government. 


This pricing system has hampered development of the 
domestic gas market, the Council says. Despite an abundance 
of gas supplies, prices have been too high to encourage more 
users to switch to gas. 


The Council's proposals to deal with these problems 
include: 


- Raising domestic oil prices to world levels and ending 
price differences between "old oil" - oi] discovered before 
1974 - and "new oil." The federal government has recently 
boosted domestic prices to international levels. 


- Lifting controls on domestic natural gas prices to allow 
producers and buyers time to negotiate new agreements. but 


partial regulation of exports should continue. 


- Suggesting the government consider splitting TransUtanada 
PipeLines Limited into two companies - one that would buy and 
sell gas and another that would carry the fuel. That would 
foster more competition. 
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- Changing the gas pipeline tariff system, particularly in 
the large eastern zone stretching from Georgian Bay to Quebec 
City and potentially as far as Halifax. Lower prices would 


expand markets. 


- Eliminating or changing a number of federal taxes on oil 
and gas production revenues from provincial lands. The 
petroleum and gas revenue tax (PGRT), should be modified so 
Tiat it 4S more a taxw.on: protitcability ythan on company 


FEVENUGS « 


- Vropping the PGRI for oil and gas on Canada Lands - areas 
under federal jurisdiction - and using a royalty to collect 
revenues from production. 


- Replacing grants under the petroleum incentives program 
with refundable tax credits and continuing moderate federal 
incentives for exploration on Canada Lands. 


- Shifting federal excise taxes on producers or industrial 
users of oil and gas to the retail from the wholesale level 
SO that the international competitiveness of large domestic 
industries will not be damaged. The government could use 
retail taxes to influence consumption, if necessary. 


This can all be done without much impact on government 


revenues. 


For more intormation, contact: 
Robert Vouglas (613) 993-2805 
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POLICY CHANGES RECOMMENDED 
POR SEDEGARFULTY oF GC LUR 

UTTAWA -- The Economic Council of Canada is recommending 


broad changes for electric utilities, ranging from more 
Systematic regulation to new financial and rate-setting 
policies. 


The Council says in a wide-ranging energy report that 
there should be regulatory boards in all provinces with a 
broad mandate to oversee development of the electricity 
sector. These boards would ensure that all interests get a 
fair hearing. 


The report, released today, also recommends introducing new 
rates to even out demand. And it proposes an overhaul of the 
Tineancial structure Of Gtiiitives: so tney*could eventual ly 
function without provincial financial guarantees. 


These policies are designed to improve efficiency in the 
electricity sector, ensure fairness to consumers, and allow 


provincial governments more leeway in economic development. 


A key issue is the low level of electricity rates which the 
Council says amounts to a subsidy to consumers by provincial 
governments. This subsidy diverts money from other areas of 


the economy. 
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So the Council report recommends that this general 
Subsidization of domestic erectnicity prices be gradually 
eliminated over the next decade or $0, 


Electricity generation now amounts to more than 40 per cent 
of Canada's domestic oi] production. Hyrdoelectric power 
accounts for about 60 per cent of Srectn City generating 
Capacity. There are also nuclear, coal and oil-fired 
generating stations. 


Curcent ly there 1s a SULDIUS OT Clectricity. © Utilities 
are trying to increase sales in the United States as one way 
Oteneducing this OVECSUDDLY. 


The official mandate of most CueCT Mice ULE EtLTessin Canada 
io_t0.0riGce electricity as low as possible locally. 
Traditionally, profit from export sales has been used to 
further reduce domestic prices. Provincial governments have 
used cheap electricity as a tool for economic development. 


But the Council says that soot ht ecia lily Low Seon ciuty 
prices lead to Overconsumption and to a waste of valuable 
resources - including capital, which earns a STON T icant ly 
lower rate of return in the electrical sector than in most 
other areas of Canadian economic QC UVa UY 


Governments should place greater stress on economic 
efficiency and seek Strategies that are best for the economy 
as a whole and not only for electricity consumers. 


Part of the problem, Says the Council, is government policy 
on the financial structure of utilities. 


RUDI I Cyutilities.are exempt from federal and provincial 
exes, real asset costs are underestimated, governments 
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guarantee the public debt of power companies, and provincial 
governments have been setting returns on equity for their 
utilities that are lower than normal. 


These measures can GIStOMD une economy, work against energy 
conservation, encourage Over-borrowing, and add to the debt 
loads of provincial governments. 


So the Council recommends governments consider steps to 
reduce the proportion of debt in the capital structure of 
utilities over the next 10 years. Une way of doing that 
might be to issue shares to CNew PUD lt c:, 


With this change, utilities might be able to borrow at good 
interest rates without government guarantees, 


Power companies should also introduce gradually a new rate 
System which would encourage consumers to use Sie Cr mica yaain 
off-peak hours, the report says. That would Spread demand 
more evenly and reduce the need for additional excess 
generating capacity. 


And governments should consider Ways of collecting fair 
revenues from resources used to generate electricity, 
particularly DYAROeTECUrICty tne report says. Water power 
rentals, royalties, taxes, and dividends are among possible 


collection methods. 


Utilities selling power to the United States should set up 
Subsidiaries to keep account of Sales. And. provincial 
governments should consider using the money collected from 
exports for other purposes than reducing domestic rates. 
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Prospects for an expanded nuclear industry do not seem yood 
at the moment, says the Council. but the federal government 
should give sufficient Support to the nuclear power industry 
to keep the CANDU reactor technology alive for at least the 
next..taveryvears. In the interim, there should be a thorough 
iiawrcy anco the tindustry to weigh the costs and benefits of 
future backing. 


Public utilities cannot react adequately alone to all the 
mteresto groups and their concerns, the report says. There 
is a need for more thorough regulation by bodies independent 


of the power companies. 


As well as ruling on rates, these regulatory agencies 
should be allowed to consider the best use of resources 
in providing electricity. 


For more information, contact: 
Robert Douglas (613) 993-2805 
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BALANCED ENERGY-USE PRUGRAM OUTLINED 
OTTAWA -- Better pricing, more information for manufacturers 


and users, and less government intervention could lead to 
improved and more balanced use of energy resources, says the 
Economic Council of Canada. 


A Council energy report, unveiled today, says that 
“inadequacies in energy pricing policy" have worked against 
conservation and certain alternative forms of energy that 
might have been developed economically. Uther government 
policies have also nad an impact. 


To deal with these problems, the Council recommends 
deregulating domestic oil and gas prices, stronger government 
efforts to inform Canadians about conservation and 
alternative energy sources, and shifting government financial 
support from major subsidy programs to demonstration 
projects. 


Canadian experience since the first oil price crisis in 
1973 shows that prices and government policy do influence 
energy demand as well as supply. The oil portion of primary 
energy demand dropped to 35 per cent in 1983 from 45 per cent 
in 1973. In the same period, the hydro and nuclear energy 
share rose to more than 30 per cent from about 25 per cent. 
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Regionally, oil still accounts for more than 5U per cent of 
demand in the Atlantic provinces, but in Quebec, 
Newfoundland, British Columbia and Manitoba, hydro power 
plays a significant role. Alberta and Saskatchewan rely 
heavily on natural gas and coal while Ontario has a broader 
mix including oil, natural gas, hydro and nuclear 
BIeCtricity, anascoal. 


The oi] share of energy consumption in the residential, 
commercial and industrial sectors has plunged to 26 per cent 
from 37 per cent in the 1973-82 period. Electricity and 
natural gas consumption has risen proportionately. 


But the transportation industry still depends almost 
totally on oil] products. 


Council analysis indicates that price changes raise or 
lower demand more significantly in the commercial and 
industrial area than in the residential sector. Heat and 
light are necessities for households. 


"The market is in perpetual transition, moving with changes 
in relative prices, incomes, technology and other market 


factors," the report says. 

Using economic simulations of what may happen to energy 
demand by the year 2000, the Council concludes that oi] will 
continue declining in importance while the natural gas Shoe 
of the eneryy market will be about the same as Tt. 15 Loday.. 


If governments maintain current policies, energy demand 
will shift toward hydro and nuclear electricity. The exact 
numbers vary according to assumptions about the real price of 
Siainecne Next. 15 years. 
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If price has had more impact on the energy demand of the 
commercial and industrial sectors than on the residential 
area, conservation seems to nave followed a different 
pattern. In the housing sector, steps ranging from lowering 

thermostats to insulation have reduced average energy 
consumption among Canadian households by 13 per cent in the 
1973-82 period. There have been smaller gains in the 
commercial and industrial sector. 


But there is room for even greater, eneryy savings. The 
Council has looked at space-heating devices for homes, 
industrial coyeneration, waste heat recovery, eneryy from 
waste, and alternative fuels for cars to see how competitive 
they would be economically in 1995 and beyond. 


Perhaps the most promising of new home-heating devices is 
the condensing gas furnace. 1t is more efficient than the 
conventional gas furnace and should have good markets in the 
Prairie provinces, Quebec and Untario. It should yield cost 
savings of 20 to 35 per cent over conventional oi] heating 
and 10 to 12 per cent over normal gas heating. 


Tne electric heat pump has some potential in southern 
Untario and possibly the Atlantic provinces and Quebec. Wood 


heating has an increasingly promising future. 


There are also some cost advantages and market potential to 
industrial heating methods such as cogeneration, energy from 
waste, and waste heat recovery. The outlook is Dae tacuila Cay, 
guod for waste heat recovery, which involves capturing and 


using heat from industrial processes. 


The Council report also concludes that diesel fuel has 
definite cost advantages as a substitute for gasoline in 
automobiles, particularly if oil prices rise. Propane and 
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compressed natural gas are less attractive, but governments 
currently favour these alternatives through special 
conversion and fuel tax policies. 


Freeing domestic oil and gas prices from current government 
controls would help deal with the pricing problem, the 
Council suggests. Pricing domestic oil below world levels 
has slowed the move to substitute fuels. 


Lack of information is another obstacle. The advantages of 
some substitute fuels and heating methods are not as well 
known as they should be. 


To cope with this, the Council proposes that governments 
step up their information efforts in consultation with 


industry and various interest groups. 


Tne report also calls for continued support by federal and 
provincial governments of research and development on 
conservation and alternative energy supplies. And it urges 
governments to move away from subsidy programs which distort 
the energy market. Instead, there should be limited 


government involvement in demonstration projects. 


For more information, contact: 
Robert Vouglas (613) 993-2805 
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ECONOMIST QUESTIONS R&D SUBSIDY PROGRAMS 


UTTAWA - Are Canadians getting full value for the money spent 
on federal subsidies to private industry for research and 


development? 


An analysis of several federal subsidy proyrams concludes 
there are shortcomings in the methods used for selecting and 


evaluatiny projects. 


The real problem is that administrators of these programs 
are not asking the right questions, says the study prepared 


for tne Economic’ Counct!| of Canada. 


As a result, says author Abraham Tarasofsky, it 1s 
impossible to determine whether the economic benefits to 


society from these subsidized projects outweigh the costs. 


The study, released today, breaks new ground in describing 
a workable method for figuring out these overall benefits 


{rom federal subsidies for private innovations. 


Tarasofsky also suggests what questions administrators 
should be asking as they look at applications for Subsidies. 
And he recommends better monitoring and evaluation of 


projects once work is under way. 


A. lTarasotsky, The Subsidization of Innovation Projects. DY 


the Government of Canada, Ottawa, Supply and Services Canada 
(Cat. No. EC22-121/1984E; $7.95 in Canada and $5555 18; onher 
countries). 
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The report is based on research carried out for a Council 
report on technology and productivity - The Bottom Line - 
which was published in 1983. 


The Council researcher found serious drawbacks in the 
Defence Industry Productivity Program, the Enterprise 
Development Program, the Industrial Research Assistance 
Program, and the Program for Industry/Laboratory Projects. 
He also notes, however, some recent, encouraging signs of 


change. 


The first two programs are managed by the federal 
Department of Regional Industrial Expansion and the other by 
the National Research Council. There are differences in 
their objectives but all are intended to promote innovations 


in industry. 


Before looking at these programs in detail, the author 
outlines his proposals for dealing with applications for 


subsidies. 


While federal subsidies for specific projects have a 
legitimate place among policies for stimulating innovativ> 
activity, Tarasofsky says, administrators should be asking 
better questions before granting funds. 


These questions should include: Is a subsidy needed to 
ensure a private firm goes ahead with a worthwhile research 
and development project? What is the right amount for the 
subsidy? And is society going to get benefits at least equal 
to the subsidy and the cost of handing it out? 


Before handing out subsidies, federal administrators should 
find out whether the private firm would proceed with its 
project without government money, he says. Also, it should 
be ascertained that the project is unlikely to duplicate or 
displace a similar project by another firm. 
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The firm's private returns can and should be measured, the 
Council economist says, but that is not enough. Society pays 
the subsidy and therefore must receive something back equal 


to the payment and the expense in providing it. 


He estimates the cost of processing and financing subsidies 
adds 81 cents to every dollar handed out. So, for example, 
society should get benefits worth $181,000 for every $100,000 
subsidy given to a private company. These social benefits go 
to consuners and not the producer. 


Government officials can calculate this gain to society 
from the price reduction consumers will get from the 
innovation's ultimate product and how many units will be sold 
in a certain period. This information is generated by the 
same procedures used in working out benefits to the firm and 


industry. 


Administrators should also look back at subsidized projects 
to see whether the subsidies have met these standards, the 
report says, and it suggests ways of doing this. 


Turning to the Enterprise Development Program, Tarasofsky 
says a review of six of the largest projects reveals only one 
that came close to meeting even one of his suggested 
conditions. He challenges the program's methods of measuring 
benefits and says his system can be introduced without a 


major overhaul. 


There are also problems in the way the Industrial Research 
Assistance Program and the Program for Industry/Laboratory 
Projects are operated. Under the industrial program, the 
information required of applicants is “utterly incapable of 
permitting a rational judgement as to whether the project 


warrants subsidization." 
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Tarasofsky says many of the largest projects supported by 
the Defence Industry Productivity Program were probably 
failures. Officials failed to ask the right questions and 


insist on plausible answers. 


Some administrators allowed project losses to grow without 
calling a halt soon enough. And some subsidies to 


subsidiaries of foreign companies could be questioned. 


In fact, he says subsidies under the defence industry 
program shouldn't be given to projects at all. since most oT 
the benefits are likely to go to foreigners rather than to 
Canadians. They should be handed to firms because the only 
good reason for aid is to keep the industry going for 
national security reasons. In general, the author has strong 


reservations about subsidizing for export innovations. 


He recommends some public group - perhaps a parliamentary 
committee - should be given power to carry out thorough 


reviews of spending under this program. 


The author exempts the National Research Council. os 
Technical Information Service from his guidelines because The 
has different goals. As its name suggests, icuesabe nl 
information service and much of its help is provided free to 
firms that would otherwise have difficulty in obtaining the 


information. 


The findings of this study are the personal 
responsibility of the author and, as such, 
have not been endorsed by the Members of the 
Economic Council of Canada. 
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For more information, contact 
Robert Douglas (613) 993-2805 
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PR85/08 
LONG-TERM UNEMPLOYMENT MAJOR PROBLEM 


OTTAWA - More than 500,000 unemployed Canadians gave up in 
discouragement and dropped out of the labour force in 1982 


after spending three months fruitlessly looking for jobs. 


These "discouraged workers" would have pushed up the 
official unemployment rate another 4 per cent in that 
recession year, says a study prepared for the Economic 


Council of Canada. The study was released today. 


Economists Abrar Hasan and Patrice de Broucker, the study 
authors, say there has been a general upward trend in the 
number of discouraged workers for some years. They define 
discouraged workers as those who quit the labour force after 
trying unsuccessfully to get jobs during a three-to-five 


month period. 


The problem, they say, is that the Canadian economy has not 
been able to generate jobs fast enough for the growing number 


of Canadians entering the work force. 


The plight of these "hidden unemployed" underlines the cost 
of long-term joblessness - the longer a worker is unemployed, 


the less chance he has of getting a job. 


A. Hasan and P. de Broucker, Unemployment, Employment, and 
Non-Participation in Canadian Labour Markets, Ottawa, Supply 
and Services Canada (Cat. No. EC22-125/1985E; $8.95 in Canada 
and $10.75 in other countries). 
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The question of long-term unemployment deserves more 
government attention, the study says. The main solution is 
. . : 
more jobs —- but that calls for government intervention to 


create the right economic climate. 


The Hasan-de Broucker study focuses on the flow of workers 
between employment, unemployment and outside the labour 
force. The traditional method is to look at labour force 
figures at one point in time - like a snapshot ~ while the 
flow approach is more like a movie of the continuous flow of 
people inte and out of jobs and the labour force. 


The authors examine the job problem regionally as well as 
nationally, using 1976580 figures and checking their findings 
with 1981-82 statistics. They also look at specific groups 
ef workers such as men, women, teenagers, young adults and 
elder adults, 


Hasan and de Broucker are Economic Council researchers on 
lean to the Organization for Economic Co-operation and 
Development in Paris. 


A key finding of their study is that there is a "high 
dearee of permanence" in employment and unemployment in 
Canada. Half of those currently employed can expect to hold 
their jobs for at least nine years. On the other hand, only 
about 20 per cent of the jobless were out of work for three 
months or more in 1980, but they accounted for almost half 
the time that all unemployed were without jobs. 


The length of unemployment is a major reason for changes in 
the unemployment rate, the study says. The authors reject 
the notion, popular among some economists, that unemployment 
is overwhelminaly due to people leaving jobs for brief spells 
because they find them unattractive. 


© Lbepape Ye bevel ‘edit Ve") 


Mj} 
‘yr \/ 


a A 
"a cm a ey whet: a 


i 1 Was 
, AA ti feat tien | 


ti 
vi 
e 


ah) , cane 
ty ee 


3 


at “obiiey 3 avi : ifn 


ow ta woh}. esi eho “buf 
i f A 
rade. ath “Si ber we cf Ansmeeeis 


a i = a he anv 
. ee 
at f° jac.) gia de 
ui 
ve ' y i iy 
be 
i 
‘2 cmt or batt 
} 4 iY 
ig ae a Labs a th ne, 
ie 
» sae Me Lal os at 
aie, wey 
oa | 
PCy oe 
} ie ia 
Tis 
+e 


a ae ootag. vay 


iw ha iam Lone 
bl ‘iat 
ii) on By o i 


yf o4 i“ ' 4 


"Total unemployment is less dependent on the inflow into 
the pool of unemployed and more on how long people are 


trapped in this pool," say Hasan and de Broucker. 


In a regional analysis based on 1980 figures, the authors 
found: 


- An unemployed person had the best chance of finding a job 
in the Prairies and was least likely to find one in Quebec. 
Half the spells of unemployment ended in people withdr awing 
from the labour force in Quebec and the Atlantic 


provinces. 


-9The Atlantic region had the highest rates in Canada of 
unemployed people leaving the labour force and also the 
highest rates of those entering and re-entering the work 
force. The big reason was the high level of seasonal jobs 
in the region. 


- Fewer than 19 per cent of jobless Quebecers found a job in 
an average month in 1980 - well below the Canadian average 
of 24 per cent. The average length of unemployment in 


Quebec - 2.5 months - was the highest in the country. 


- There were fewer movements into and out of the labour force 
in Ontario than elsewhere in Canada. And while hiring 
rates are average in Ontario, jobs are longer-lasting 
there. 


- The Prairies had the highest rates of hiring from the 
unemployed or from people not in the labour force. The 
average length of unemployment was lower in the Prairies 
than elsewhere - 1.8 months. 


= in British Columbia, there was a low rate,of transition 
from employment to unemployment and a higher-than-average 
hiring rate. More people flowed into and out of the work 
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During the 1981-82 recession, Quebec and British Columbia 
fared worse than other regions in proportion of jobs lost. 


The discouraged worker problem was most severe in Quebec. 


As for teenagers and young adults, the authors find 
considerable differences in employment experience. Teenagers 
leave jobs and the labour force at a higher rate than anyone 
else. But young adults, aged 20 to 24, are less likely than 


any other age group to drop out of the work force. 


Young adults spend significantly longer periods unemployed 
than teenagers. One explanation is that young adults are 
more likely to be looking for permanent jobs while a greater 
number of teenagers are seeking short-term work including 
Summer jobs. 


Women tend to have briefer spells of unemployment than 
adult men. But they risk being unemployed more frequently. 


In 1980, women worked five weeks less than men, On average. 


The findings of this study are the personal 
responsibility of the authors and, as such, 
have not been endorsed by the Members of the 
Economic Council of Canada. 


For more information, contact 
Robert Douglas (613) 993-2805 
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EC 
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PR85/09 
ECONOMIC NEEDS OF WOMEN HIGHLIGHTED 
OTTAWA -- Is broad government intervention the answer to the 


daycare needs of working mothers? Or is the tax system the 
best solution? Are so-called "electronic cottages" -- home 
computers linked to offices -- a boon for women, or are they 


a method of exploitation by employers? 


These are some of the questions tackled in Towards Equity, 
a just-released report on the proceedings of a colloquium on 
the economic status of women in the labour market. The 
colloquium was sponsored by the Economic Council of Canada in 


Montreal last November. 


On daycare, speakers debated the merits of replacing direct 
government aid for daycare facilities by full tax deductions 
for child care expenses. Participants also heard warnings 
about the potential problems of home computers for working 
women. 


Other issues discussed were the wage gap between men and 
women, the rising number of women moving into male-dominated 
professions, fringe benefits, parental leave, and the 
shortage of economic research and data on women in the 
workforce. 


Towards Equity: Proceedings of a Colloquium on the Economic 

Status Of Women in the Labour Market, November 1984, Ottawa, 

Supply and Services Canada (Cat. No. EC22-126/1985E; 9.95S in 
Canada and $11.95 in other countries). 
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Professor Michael Krashinsky of the University of Toronto 
said that "daycare subsidies are, in general, an inefficient 
way to assist working mothers." A universal program would 
cost billions of dollars and would lead to overuse. 


He proposed full tax deductions for child care expenses, 
but Nicole Boily, of the University of Quebec at Montreal, 
said that is "elitist." These deductions would help working 


women with good salaries but not lower-income persons. 


Daycare does not have to be a free service for all, she 
said, but governments should intervene much more broadly in 
the planning, assistance, and monitoring of daycare 
services. 


Stephen Peitchinis, economics professor at the University 
of Calgary, questioned fears that new technologies will lead 
to a widespread loss of jobs for women. The number of 
working women has jumped dramatically over the last 20 years 
despite computers, word processors, and other technical 


advances. 


But Senator Lorna Marsden said he took the job problem too 
lightly. Where would the new jobs be created - in Canada or 
the United States? She also said women are less able than 


men to move from one region to another in search of jobs. 


Peitchinis suggested an effective use of computer 
technology would allow women to work at home while on 
maternity leave or would help them find jobs through a 


computerized job bank. 


However, Ottawa consultant Ratna Ray and others warned that 
women combining this kind of work with child care could be 
exploited because there is no protection under existing 


provincial laws. 
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Among other points in the report: 


. Jac-André Boulet, an Economic Council researcher, said 
women have been flowing into male-dominated jobs in growing 
numbers, but progress is still slow. While their share of 
traditionally male jobs is rising, most new working women 
Still choose predominantly female occupations. He 
recommended improvements to training programs to encourage 


more women to enter better-paying careers where men currently 
Gominate. 


- Monica Townson, an Ottawa economic consultant, suggested 
maternity provisions in the unemployment insurance system 
should be changed to include both men and women. As well, 
benefits should be raised to 95 per cent of a person's income 
from 60 per cent and should run for 26 weeks instead of the 


current 15 weeks. 


- Participants were told that the pay gap between men and 
women has narrowed over the last 10 years or so. However, 


Ottawa lawyer Louise Dulude suggested that when fringe 
benefits such as pensions and vacations are included, overall 
differences in wages may be widening. She said there is a 


lack of firm evidence in this area. 


- Jane Gaskell, a University of British Columbia professor, 
recommended making mathematics and science compulsory 
Subjects to the end of high school so that more women would 
be able to move into university disciplines traditionally 
dominated by men. 


. Professor Roberta Edgecombe Robb of Brock University 
advised caution in using the Canadian Human Rights Act to 
deal with questions of equal pay for work of equal value. 
Enforcement of the law might help some women and throw others 
out of work. She suggested the law should be applied 
selectively. 
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The report also includes coverage of the lively floor 
debate on these and other issues. 


As well, it contains an opening statement by Professor 
Jeannine David-McNeil of the Ecole des Hautes Etudes 
Commerciales and a closing summary by Professor Muriel 
Armstrong of Concordia University. The two Montreal 


professors were co-chairpersons of the colloquium. 


Judaqe Rosalie Abella, head of the Royal Commission on 


Equality, touched on the findings of her Commission in a 
banquet speech. 


Opinions expressed in the various papers are the 
personal responsibility of the authors and, as 


such, have not been endorsed by the Members of the 
Economic Council of Canada 


For more information, contact 
Robert Douglas (613) 993-2805 
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FOR RELEASE ON AUGUST 13,1985 
PRO3/ 1:5 
DOES CANADA NEED AN INDUSTRIAL POLICY? 
OTTAWA -- The need for a broad government industrial plan to 


develop and protect the Canadian manufacturing sector in the 


competitive world market is questioned in a new study released 
today. 


The study, prepared by researcher Roy Matthews for the 
Economic Council of Canada, says research indicates the 
Canadian manufacturing industry as a whole has held its own in 


competing with foreign goods at home‘and abroad. 


The gradual decline in tariff barriers in the last 20 years 
has steadily pushed Canadian industries into areas where this 
country has a comparative advantage over other nations, 
Matthews says. The efficiency of the Canadian economy has 


improved. 


But the author, an Economic Council researcher now on loan 
to the Organisation for Economic Co-operation and Development 


in Paris, cautions that circumstances may change. If investment 


R. A. Matthews, Structural Change and Industrial Policy: The 
Redeployment of Canadian Manufacturing, 1960-80, Ottawa, 
Supply and Services Canada (Cat. No. EC22-127/1985E; $6.95 in 
Canada and $8.35 in other countries). 
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in technology to improve productivity should fall over a long 
period, Canadian manufacturing could lose its competitive 
edge. 


He also notes that freer trade has had an uneven impact on 
Canadian industry, helping some sectors and hurting others 
such as textiles, clothing and shoes. The hard-hit firms are 
Sometimes concentrated in particular regions such as Quebec, 
undermining the national goal of regional development. 


Matthews notes that his study does not look beyond the early 
1980s, partly because results from the worldwide economic 
slowdown of 1981-82 would obscure long-range trends. The 
author has done extensive research in the international trade 
field, an area in which the Council acknowledges data are open 


to various research methods and interpretations. 


Demands for a national industrial policy to guide industrial 
growth have yet to lead to government action, the study says. 
But the debate is bound to gain momentum with the current talk 
of free trade with the United States. 


Canada has long had some sort of national industrial policy 
through import tariffs and industrial incentives. But it has 
yet to develop a "coherent overall scheme worked out in detail 


and accepted by the major groups involved." 


Is there a need for such a plan? Is Canadian industry 
threatened? How competitive is Canadian industry 


internationally? 


To deal with these issues, Matthews looked at domestic and 
international trading statistics to see how Canadian 
manufacturing had been affected by falling tariffs since the 
1960s. He also examined costs and the changing structure of 


Canadian industry. 


Hy ; i Var 


ay Jonge pe 9 ted bea 9663 Teor! 4645 £9508 Oe es 
ayaaro gill Bulb) bsognee amos oniqtent .y3ze ube: a6. 


| oye amzi) tei-b yet edt. .eoote fins pnddvaio . ottanes a 


,oetieud a6 dager aud) 08's Si LUO sysG pi bese vias 3109 oom 
momo Leweb if iwiges ta ipop tanolzew ong rvs 
eta i, 
“ives od? Baoved Mool ton ewob Youth gin Jad’ 28900 gweas 
" #gimonnsd ob iwht yow Suit mort es! be ya, 
HAt heer! eapdnat-onol List » blvaw fee! 
exe (srl tans id af eeyvaseess eviansise 
1h 5 Php 2 : WOO coo 2 , ; 
sits 44 Ve 
$aubtk of ig . Bros 
a Caad 1 a PV : ‘i vo f 
 ” 
bd Bus YR!D } ' ‘ 
’ ; ; 
“ee 2 Ti % Tak Ly y3 20 Lt 
% 2 af) na fy ¢ 7 44 ‘ f 
wf 2 rey ‘r) f Di 
4 
vy iy ns ; Nove sot beesr 
AS e2Upi if. L @¥iJgiseg o> wor 
Ai, 
7 = 


aa 
— 


ot 9L7@0m0h th Cetool ewaritst .edveat sacs tna 
: nethaasd wor 993 od aolaahissa pothess is 
“ef2 Soniu # hae prt tea yd bedoshie maed oe 


‘Yo -es0900717e 2 ef | Hb os bith Btacs ‘Kine! 
| Finn OS 
i] O 


_, 9 See Tn anv, | ple et a 


ve k 


His general conclusion is that the "manufacturing complex in 
Canada is achieving a satisfactory position in home and 
foreign markets" by concentrating on goods where this country 
has a comparative advantage. These range from wood products 
to iron and steel. 


He acknowledges that service industries have gained in 
importance compared to manufacturing in the overall economy. 
But Canadian manufacturers managed to maintain their 


competitive position against foreign manufacturers. 


Foreign firms gained an increasing share of the domestic 
market but this was matched by "Canadian export successes in 
foreign markets." Critics of freer trade tend to focus on the 
growing foreign share of the Canadian market while neglecting 


the rise in Canadian exports. 


Canadian manufacturing succeeded in competing on price as 
well as output. Firms managed to do this because comparative 
labour costs rose slowly over this period -- Canada's position 
compared to its major trading partners and competitors 


remained unchanged. 


Canadian manufacturers managed to offset a relatively poor 
productivity record with lower increases in wages and benefits 


than many other advanced nations. 


There could be trouble, Matthews says, if there is not 
enough investment over the long term to improve technology and 
productivity. A poor productivity performance could outweigh 
low wage increases and undercut Canada's competitive 


advantage. 
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As well, the combination of low productivity and low real 
wage increases implies that "manufacturing in this country has 
remained internationally competitive at the expense of a 
deterioration in Canadian living standards relative to those 
abroad." 


While Canadian manufacturing in general has been able to 
compete domestically and internationally, there have been some 
gainers and some losers in specific industries, the study 
Says. The gainers are broadly linked to primary resources 
where Canada is comparatively strong. The losers are less 


closely connected to these resources. 


"Trade liberalization, it seems, is serving to reinforce an 
existing competitive advantage and weaken the position of 


already uncompetitive sectors." 


In high technology, Canada has always imported more than it 
has exported. The status of this trade deficit has not 
changed much as a proportion of overall trade in 
high-technology products. 


Summing up, the author says that "our verdict on the case 
for an industrial policy in Canada is the one that can be 


found in trials under Scottish law -- not proven." 


The findings of this study are the personal 
| responsibility of the author and, as such, 
have not been endorsed by the Members of the 
Economic Council of Canada. 


For further information, contact 
Robert Douglas (613) 993-2805 
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SOLID ECONOMIC EXPANSION EXPECTED 


OTTAWA -- Canada's economic outlook is steadily improving with 
prospects of solid expansion in the medium run, says the Economic 


Council of Canada. 


The Council's Twenty-Second Annual Review of the economy, 
released today, says its basic projections indicate that the 
economy could grow 3.5 per cent a year on average in the next 
10 years, inflation could hover in the 4 per cent range, and the 
unemployment rate could fall gradually to about 7.5 per cent in the 
mid-1990s. 


The country's economic prospects are brighter now than they were 
two years ago when the Council proposed a package of medium-term 
targets for employment and unemployment, inflation, the savings 
rate, productivity, and social programs. A goal for the deficit 


was added last year. 


These objectives are more within reach than they were when 
originally proposed if the economy develops along the most 


optimistic lines the Council can foresee. 
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Despite these encouraging signs, the Council report points to 
some weak spots in the economy such as the current high 
unemployment rate, slow recovery of investment, and a record of low 


productivity in the decade after 1973. 


To illustrate what might be done to brighten the economic 
picture, the Council carried out simulations using its economic 
model on a basket of measures including expanding trade, reducing 
short-term interest rates, and extending the surcharge on personal 
income taxes to 1990 from 1987. The simulations indicate that 
results could be even better than those of the Council's base 


case. 


The Annual Review suggests some specific steps such as tax 
reform, more rapid adoption of technical change, a renewed effort 


in skill training, and use of modern management techniques. 


It also urges a two-track approach to freer trade -- further 
multilateral negotiations under the General Agreement on Tariffs 


and Trade and direct talks with the United States. 


The economy grew more quickly in 1984 than at any time since 
1976. Inflation continued to decline. 


But investment was low -- much lower than in the United States. 
However, recent surveys show that businessmen are planning to 


increase spending, a positive sign for the next year or two. 


While productivity rose in 1983 and 1984 after a long period of 
Stagnation, the Council says "it may be too early to view the 
experience of the last two years as the beginning of a new 
long-term trend." Productivity is generally measured as output per 


person employed and is a key element in rising living standards. 
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The Council report analyses in detail both investment and 


productivity as well as interest rates. 


The basic projections in the Annual Review are for average annual 
real growth of 3.5 per cent in 1985-90 and again in the following 
five years. The unemployment rate averages just over 9 per cent in 
1985-90 and 7.6 per cent in 1991-95. 


Inflation remains close to 4 per cent in the first five years and 
dips below that in the last five years. The federal deficit 


gradually falls as a proportion of the gross national product. 


These projections are based on an assessment of such things as 
economic developments in the United States and Europe, the 
prospects for energy pricing, and domestic monetary and fiscal 
policy. 


But there are a number of uncertainties. For that reason, the 
Council has also prepared optimistic and pessimistic cases to show 
what might happen if some elements such as the U.S. economy and 


domestic investment perform differently. 


The Annual Review says that the top priority of Canadian economic 
policy during the remainder of the 1980s and the early 1990s should 


be growth and job creation. 


As a guide, the report reiterates the Council's medium-term 
targets. Among them are an unemployment rate in the 6 to 8 
per cent range by 1990, growth in productivity of 1.5 to 2 per cent 


a year, and an inflation rate of 5 per cent a year or less. 
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These objectives -- and others on social programs, the savings 
rate, and the federal deficit -- were presented as a package 
because they cannot be dealt with effectively alone. The Council 
says a single goal, Such as zero inflation, is unrealistic if it 


means too high a cost in other areas of the economy. 


If the government succeeds in expanding trade under GATT or some 
other means, steps could be taken to lower interest rates and 
tighten fiscal policy without damaging overall economic 


performance, the Council suggests. 


It outlines an illustrative example which includes these three 
policy elements. Results show stronger economic growth, a quicker 
drop in the unemployment rate, and better deficit control than 


under the Council's base case projections. 
Among other proposals to improve the economy, the report says: 


- The corporate tax system should be reformed to end tax breaks 
or tax penalties which do not help the economy inthe. long Cun. FAS 
well, governments should avoid constant tax changes -- a stable 


system would be best for planning for investment projects. 


- A stable tax system is also needed for major projects such as 
oil sands developments in Alberta. The Council expects major 
projects worth more than $100 billion will be launched in the next 


10 years. 


- Steps should be taken to spread new ideas, products, and 
processes more quickly through the Canadian economy to speed up 
technical advance. Governments could also change competition 
policy to remove legal barriers to joint ventures in research and 


development by private firms. 
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- Workers should be trained with a "family of skills" rather than 
single skills so that they could retrain easily later when their 


specialties die out. 


Council Chairman David Slater also says in a personal note that 
the Macdonald Commission report on Canada's economic prospects is 
"moderately optimistic and reformist" on economic issues. In that 
way, it is similar in tone and mood to the Council's Annual Review. 
While the Commission has gone beyond Council proposals on some 
questions, there seems to be a wide consensus on the broad economic 


issues and general policy alternatives in Canada. 


Pierre Fortin, a Council member who is an economics professor at 
Laval University in Quebec City, also added some supplementary 


views in the Annual Review. 


For more information, contact: 
Robert Douglas (613) 993-2805. 
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PRODUCTIVITY RECOVERING AFTER GROWTH SLOWDOWN 


OTTAWA -- Productivity is now on the upswing after 10 years of slow 
growth, but it is too early to say that this improving trend will 


continue, says an Economic Council of Canada report. 


The report, the Council's Twenty-Second Annual Review of the 
economy, Says that productivity started climbing again in 1983 and 
1984, aided by the recovery from the recession of the early 1980s. 
But this recent upturn has been too short to judge whether 


productivity growth will be long-lasting. 


Rising productivity, commonly measured as output per person 
employed, contributes to rising living standards, notes the Annual 
Review, released today. But productivity growth slowed down for 
the 10-year period following the first major boost in oil prices by 


the Organization of Petroleum Exporting Countries in 1973. 


The report notes that productivity improvements can range from a 
lawyer handling more cases with a word processor to a large fishing 
trawler landing more fish than a dory schooner. 


Real incomes and living standards rise when people, machines, 
buildings, raw materials, and knowledge are combined to produce 


more goods and services more efficiently. 
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The Annual Review analyses the slowdown in productivity growth by 


looking at many factors from technology to labour and management. 


The amount produced by individual workers is only one aspect of 
productivity. Focusing on labour alone can cause needless problems 


and less effective policy advice. 


Claims that workers are unmotivated and lack the work ethic are 
"indefensible," the Annual Review says. And the influx of working 
women and younger people into the work force has contributed little 
to the slowdown in productivity growth. 


The Council prefers to talk about "total factor productivity" 
which considers all elements involved in producing goods and 


services, not just labour. 


Other Western industrialized countries also faced productivity 
problems in the last decade or so. But no one has yet come up with 
an airtight explanation for the prolonged slowdown. 


But some factors are clearly more important than others, says the 
Annual Review. 


Rising demand, along with greater scale economies, such as 
results from an assembly line producing more cars, helps fuel 
productivity growth. Another contributing factor is shifting 
people, money, and equipment to a more-productive use from a 


less-productive one. 


The 1973 oil crisis led to a recession in North America and 
reduced consumer demand. There followed years of economic 
uncertainty as governments fought inflation and, as a side effect, 
dampened demand. This led to lower use of plants and equipment. 
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The speed of adoption of modern production and management methods 
is another aspect of productivity growth. New technology was 
developed and spread more slowly after the oil price shocks, 
perhaps because new technical ideas in the early 1970s depended so 
much on oil and petrochemicals. 


The age, sex, and educational makeup of the work force played 
only a minor role in the slowdown, says the Council. There is also 
little support for such factors as insufficient spending on 


research and development, poor worker morale, and poor management. 


To improve productivity, a growing economy with low inflation and 
unemployment rates is obviously important. 


But the Council report also says that competition should be 
strengthened, government regulation eased or reformed, and trade 


expanded. 


As well, government should review tax, industrial support, 
research and development, and education policies to see that 
resources are used in the best way possible. 


For more information, contact: 
Robert Douglas (613) 993-2805. 
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HARD TO BRING DOWN INTEREST RATES ALONE 
OTTAWA -- Canada has little room for manoeuvre in setting in 


rates alone because the Canadian economy is so closely tied to the 


American economy, says the Economic Council of Canada. 


The Council's Twenty-Second Annual Review of the economy, made 
public today, questions such steps as exchange controls or allowing 
the Canadian dollar to drop in an effort to cut interest rates. 
Such moves are either ineffective or risk creating other problems 
such as higher inflation and could lead to a double blow -- a lower 


exchange rate and higher interest rates. 


The report looks at government efforts to impose interest rate 
and exchange controls in other countries and concludes that the 
world is moving towards the more open-market approach to monetary 


policy followed in Canada and the United States. 


Lowering interest rates without tightening government spending 
"is more likely to produce small benefits and large risks than the 


reverse," the Council says. 
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But the Council cautions that the Bank of Canada should not 
"blindly attempt to match U.S. interest rate movements nor 
exclusively focus on efforts to avoid exchange rate movements." 


Over the long run, agrees the Council, the best hope for reducing 
the current spread between Canadian interest rates and American 
rates is through fundamental improvement in the Canadian economy. 
That would build up investor confidence, a key to achieving lower 


rates without causing the dollar to fall. 


Canadian interest rates have traditionally shadowed American 
rates -- they have remained about 1 per cent above U.S. rates since 
the early 1970s. A major reason is that the two economies are 
tightly linked -- most of Canada's exports flow to the United 
States and Canadian and American financial markets are closely 


integrated. 


But following U.S. rates can hurt Canada because a higher 
proportion of Canadian firms rely heavily on borrowed funds so they 
are more sensitive to rate changes. And Canada tends to lag behind 
the U.S. business cycle so that a move to raise rates in this 
country may come at the wrong time for the Canadian economy. High 


interest rates may have had a dampening effect on the recovery. 


This has prompted some Canadians to call for a "made-in-Canada" 


interest rate policy. 


However, the Council notes that the difference between Canadian 
and American interest rates depends on whether people expect the 
Canadian dollar to rise or fall. Lower interest rates can't be 
maintained in Canada unless investors expect the Canadian dollar to 


climb. 
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Lower interest rates generally lead to a lower value for the 
dollar on international money markets. The value of the currency 
will fall until there is widespread confidence that it will rise 


again. 


This happens because money moves freely across the U.S.-Canada 
border and investors have no qualms about buying the same 
securities in either American or Canadian dollars. This 
interchangeability makes it very difficult for the central bank to 


influence domestic rates in the long run. 


Council researchers also looked at monetary policy in West 
Germany, Britain, Japan, and France and found that attempts to 
follow an independent path on interest rates ran into problems in 


the context of a more interdependent world. 


Canada has an open-market system for financial dealings but the 
other countries have greater controls or have experimented with 
them in the past. None of the other countries are as firmly 
attached to the U.S. economy as Canada. Still, they ended up 
following the U.S. lead. 


France still has the most elaborate system, including domestic 
credit controls and exchange and capital controls internationally. 
The Council concludes that "exchange controls have not been 
successful in sheltering the French economy and financial markets 


from foreign influences." 


There are shortcomings in both exchange controls and a deliberate 
lowering of interest rates as a solution to high rates in Canada, 


says the Annual Review. 
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Simulations on the Council's economic model indicate that 
lowering the interest rate and allowing the dollar to fall leads to 
a slight spurt in the economy in the short term but with rising 
prices more than offsetting the gains in the long term. 


The Council also finds drawbacks with subsidized interest rates 


and income tax deductibility of interest rates payments. 


Confidence in the Canadian economy is a key factor in lowering 
interest rates and narrowing the spread with American rates 
without causing the dollar to take a prolonged tumble, says the 
Council. This confidence can be reflected in people expecting the 
dollar to rise. It can be strenathened through improving 
productivity, lowering inflation, controlling government deficits, 


and bettering the social conditions of Canadians. 


So the Council urges the Bank of Canada to "test the market for 
any increase in confidence and take advantage of any room for 


manoeuvre to reduce interest rates." 


For more information, contact: 
Robert Douglas (613) 993-2805. 
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INVESTMENT RECOVERY LIKELY TO SLOW IN NEAR TERM 


OTTAWA -- Investment, a major element in economic growth, is 
likely to pick up in the near term but expand more slowly in the 
next decade than in the last 20 years. 


But the Economic Council says in its annual assessment of the 
economy that investment is certain to rebound in the short run 


from the sharp decline in the 1981-82 recession. 


In the longer term, the prospects will not be as bright as in 
the 1960s and early 1970s because of such factors as a slowdown 
in population growth, lower world prices for primary products, a 
Slackening in the development of new technology, and reluctance 


by consumers to spend as much as they once did. 


The Council's Twenty-Second Annual Review of the economy, 
released today, says government can encourage investment for new 
technology and should be careful not to inadvertently take 
measures that could dampen consumer spending. For instance, a 
too drastic approach to deficit spending could have such a 
negative impact. 
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Investment is important to the economy. New plants and new 
equipment often mean more jobs and raise productivity. 
Investment is considered a major contributor to economic growth 
because it increases the country's capacity to produce goods and 


services. 


The ups and downs of the business cycle have a direct impact on 
investment because they affect consumer demand. But there are 
long-term factors as well, such as Canada's changing competitive 
position in international markets, consumer attitudes, and 


development of new technology. 


Investment has been weaker in the 1982-84 recovery than in 
other recoveries. But the Council expects an increase in 1985 
and 1986 above 1984 levels. 


Increased demand is one reason for the upswing in investment. 
Another is that businesses have reduced their high debt levels 


and can now turn to investing in new plant and equipment. 


As well, profits are improving and recent federal budget 


measures should help companies get equity capital. 


But, in general, investment is expected to be "a rather 


cautious and slow process" in the longer run, the Council says. 


Interest rates will remain high but may not choke investment if 


consumer demand is strong. 
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Looking at individual sectors, the Council says investment in 
the oil and gas industry should continue improving. Measures in 
the federal budget and in the Western energy accord should 


benefit the industry. 


In manufacturing, the top industries are likely to be motor 
vehicles and parts, transportation equipment, pulp and paper for 
newsprint, office equipment, and computers. The emphasis will 
probably be on new technology rather than on more or larger 


plants. 


Pent-up demand for housing is bound to push up residential 
construction in coming years, the Council report says. Builders 
will focus on expensive, single-detached homes rather than 


apartments to satisfy the expanding 35-45 age group. 


The Council weighed the various ingredients in a firm's 
decision to invest and concluded that the most important item is 
consumer final demand. Of course, a firm will only invest in new 
‘plant and equipment if its existing capacity is stretched to the 


limit by rising demand. 


Other aspects are profits, the level of interest rates, 


business confidence, and taxation and subsidies. 


Using energy megaprojects as an example, the Council report 
notes that big oil and gas projects, like Alsands in Alberta, 
were launched when demand for oil and oil prices were expected to 
be high. 
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Some projects, like Alsands, were put on the back burner 
because circumstances changed. They were affected by a variety 
of factors, among the most important being a major change in oil 


consumption and pricing. 


For more information, contact: 
Robert Douglas (613) 993-2805. 
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ECONOMIC FACTORS AFFECT OIL EXPLORATION 


OTTAWA -- Recent research backs up claims that economic 


policies have a significant impact on oil exploration as well as 
production. 


A study prepared for the Economic Council of Canada in 1984 
and released today details how the supplies of crude oil and 
natural gas respond to changes in the economic conditions faced 
by the oil industry. 


In their pioneering study, Russell Uhler and Peter Eglington 
combine economic data with geological and engineering 
information to estimate how much oil could be developed in 
specific geological formations under various price and drilling 


assumptions. 


Traditionally, supply estimates have been largely based on 
engineering and geological studies without taking account of 
economic aspects. This study incorporates the impact of the oil 
price and the fiscal regime on netbacks and on the "reserve 


price" or value of a barrel of oil in the ground. 


R. S. Uhler, with the collaboration of P. C. Eglington, The 
Potential Supply of Crude Oil and Natural Gas Reserves in the 
Alberta Basin, Ottawa, Supply and Services Canada 

(Cat. No. EC22-128/1986E; $7.95 in Canada; $9.55 in other 
countries). 
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The authors say that it is this reserve price that affects 
exploration decisions. This means that, within limits, a cut in 
government royalties or taxes may raise the reserve price even 
if the wellhead price is constant or falling. That could 
encourage oil companies to step up their search for oil. 


They conclude that a 1 per cent change in the reserve price 
could increase exploration that would, over time, alter 
conventional oil reserves by as much as .4 per cent in the 
Alberta basin. 


Uhler is an economics professor at the University of British 
Columbia with a special interest in oil and natural gas 
supplies. Eglington was chief economist at the National Energy 


Board for five years and is now an energy consultant in Ottawa. 


Their work on Alberta oil and natural gas supplies contributed 


to the Council's 1985 report Connections: An Energy Strategy 


for the Future. 


The authors first divided Alberta into 10 areas and 
10 geological formations, yielding 100 regions for detailed 
examination. But they then focused attention on eight regions. 
Their findings point to the most promising geological formations 
for further exploration. 


To illustrate what can happen, the authors used several 
engineering economics models to demonstrate the impact of 


changing economic circumstances on the reserve price. 


Depending on the price and drilling assumptions used, they say 
their 1981 data indicate that between 60 million and 160 million 
cubic meters (378 million to 1 billion barrels) of additional 
conventional oil could be recovered in the Alberta basin from 
the geological formations where 98 per cent of the reserves have 


already been found. 
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Based on their statistical analysis, Uhler and Eglington say 
that the Upper Devonian is the geological formation with the 
greatest potential for significant additional conventional light 


and medium oil reserves in the Alberta basin. 


The Upper Devonian formation is found throughout Alberta but 
most of the pools are in a triangular area between Edmonton and 


Calgary. There is also a major pool -- Redwater -- north of 
Edmonton. 


The research was carried out in 1983 and 1984 before the 


Western energy accord and before the recent sudden drop in world 
Oil prices. 


While the specific oil price figures used in the Uhler- 
Eglington report are not current, Patrick Robert, Council 
Director, says the basic findings concerning the impact of 
economic conditions on exploration still hold. Indeed, they are 
even more relevant today in terms of energy policy because they 
demonstrate the sensitivity of exploration and reserve additions 
to changes in prices. 


The findings of this study are the personal 
responsibility of the authors and, as such, 
have not been endorsed by the members of the 
Economic Council of Canada. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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WOMEN BYPASS BLUE-COLLAR JOBS FOR ECONOMIC REASONS 


OTTAWA -- A major reason women tend to bypass blue-collar jobs 
and training programs is that their economic prospects are 
better in white-collar occupations, says a research report 


released today. 


Montreal economist Daniel Boothby, author of the report, 
says his research indicates few women choose blue-collar 
training programs because such white-collar occupations as 
clerical and health jobs offer more attractive working 


conditions, pay and career opportunities than many trades. 


The study report, prepared for the Economic Council of 
Canada, finds little evidence of women being steered away from 
blue-collar training plans. But Boothby recommends that 
Employment and Immigration Canada set up a task force to see 


if there is discrimination. 


He says that it would be worthwhile for more women to enter 
blue-collar occupations because it would broaden job 
opportunities and it could solve labour shortages in certain 
high-skilled positions. 


D. Boothy, Women Reentering the Labour Force and Training 


Programs: Evidence from Canada, Ottawa, Supply and Services 
Canada (Cat. No. EC22-129/1986E; $5.95 in Canada and $7.15 in 


other countries). 
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Boothy used Employment and Immigration Canada data on people 
enrolled in federal institutional training courses in the 
1970s and early 1980s to track men and women trainees already 
in the labour force and women re-entering. 


Women tend to take classroom—style courses rather than 
apprenticeship or industrial training, partly because they 
want to improve their general education for clerical or health 
jobs, such as nursing. Blue-collar occupations, dominated by 


men, often call for less education. 


Less than 1 per cent of apprentices in traditionally-male, 
blue-collar occupations are women. 


Boothby found that almost 60 per cent of women enrolled in 
skill programs aimed at specific jobs chose clerical training 
and about 10 per cent selected health -- mainly nursing -- 


courses. 


But roughly 70 per cent of men in skills training picked 
such trades as machining, construction, and fabricating, 


assembling and repairing. Women seldom pick these trades. 


Most men and women choose training in areas where they last 
worked. That is partly because they have already invested 
time and effort in these skills. 


There is a greater chance they will seek training in a new 
field, says Boothby, if they are young and have not spent too 


much time in their last occupation. 


Explaining why women do not pick blue-collar training, the 


author says an important factor is that they are making 
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"rational economic choices." For example, they may see that 


they would earn less in many blue-collar trades than they 
would in clerical jobs. 


They may also favour these training programs because they 
have family responsibilities and don't want to spend a lot of 
time in on-the-job training. As well, they may doubt their 
chances of getting blue-collar jobs or they may not want 
them. 


Discrimination and the way women are trained from childhood 
may also influence their choices, but Boothby says there is no 
evidence to say how important each of these factors is. 


To encourage more women to enter blue-collar jobs, the 
author suggests federal employment department programs to 
train women in highly-skilled occupations where there is a big 
demand for workers. And increasing dependent allowances for 
child care might help trainees in institutional programs. 


The findings of this study are the personal 
responsibility of the author and, as such, 


have not been endorsed by the members of the 
Economic Council of Canada. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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NEW STUDY PROPOSES MEASURES TO AID FOREST INDUSTRY 


OTTAWA -- A new study points to poor prospects for steady 
expansion of the forest industry in British Columbia and 
recommends measures to improve the industry's economic 
outlook. 


Economist Michael Percy, a University of Alberta professor, 
says in a study released today that current estimates indicate 
that "British Columbia has negligible timber reserves on which 


to base continual expansion of the forest products industry." 


The author suggests faster rotation of trees, more intensive 
forest management, and a steadier pattern of investment could 
bring more economic benefits to British Columbians than the 


current forest management system. 


The study was prepared for the Economic Council of Canada 
and is based on research carried out for the Council's major 
1984 report on the Western Canadian economy Western 
Transition. 


M. B. Percy, Forest Management and Economic Growth in British 
Columbia, Ottawa, Supply and Services Canada (Cat. No. 


EC22-130/1986E, $7.95 in Canada and $9.55 in other 
countries). 
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Percy says that one of the main problems facing forest 
managers is a large stock of old timber, some of which is 
decaying or has been hit by pests and other natural 
calamities. This older timber loses value. 


At the moment, the B.C. Forest Service sets the "annual 
allowable cut" of timber at a level that will yield a 
Sustained supply over time. Percy refers to this as a 
physical standard for managing forests. 


Under this policy, the harvesting of mature timber is 
Stretched out over a long cycle. This policy may cost the 
province money in lost income that might have been earned if 
mature trees were harvested more quickly and replaced by new 
trees. 


He estimates that the province, which regulates and owns 
the forest base, forgoes millions of dollars a year in 


revenue by failing to harvest and replenish these timber 
Stands more quickly. 


As an alternative to the physical standard for managing 
forests, the author proposes an economic approach that would 
centre on increasing the economic benefits for British 


Columbians. 


Faster cutting of mature trees and replacement with new 
trees would be one step. 


As well, there are other economic benefits to B.C. forests 
besides timber, he says. He suggests these benefits -- 
wilderness, recreation, and erosion control -- are overlooked 
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in the physical standards used to determine the harvest 
cycles and to evaluate investments in the forest base. 


But when they are included, some investments that may seem 
unprofitable from a forest industry point of view, "are, from 
society's perspective, desirable and should be undertaken." 
On the other hand, the opposite is also true -- some 
profitable private projects may be bad socially when all the 
costs and benefits are added up. 


After weighing up various alternatives for increasing 
timber supply, the author says that intensive forest 
Management offers the greatest opportunities. Intensive 
forest management includes such measures as research into 
genetically superior trees, reforestation of previously 
harvested areas, and a variety of techniques for tending 
second-growth stands of trees. 


To encourage investment in the forest base, Percy says the 
provincial government should ensure forest product firms 
receive "full compensation for all investments in basic and 
intensive forest management on Crown lands that can meet 


financial criteria for desirability." 


Creating a funding system somewhat along the lines of 
Alberta's Heritage Savings Trust Fund would help maintain a 
steady flow of investments and avoid dramatic fluctuations, 
he says. 


The government is reasonably efficient in collecting money 
from forestry companies for cutting down trees on Crown 
lands, the author says. But he notes that there are problems 
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with the existing formula. Perhaps the most important is the 
failure to link the profit allowance to the capital stock 
employed in the industry. 


He terms "economic nonsense" claims by American producers 
that charges by the provincial government for cutting down 
trees on provincially owned land are so low that they amount 
to an unfair subsidy to B.C. firms, helping them undercut 
American producers in the U.S. market. These fees are 
known as "stumpage." 


Failure to collect all the revenue possible would leave 
more money in the hands of producers without encouraging them 
to expand production and exports, he says. Any uncollected 
amount could, for example, end up as higher wages and 
ultimately higher production costs. That could lead to less 


timber being harvested and a reduction in production and 
exports. 


Percy assesses the impact of the provincial embargo on 
exporting logs and concludes that there would be a slight 
Overall gain to the B.C. economy in the longer run if it were 
lifted. He acknowledges that the local wood-processing 
industry would shrink, but this would be more than offset by 
an expanding logging industry. The embargo is designed to 
encourage more processing in the province. 


Finally, the economist examines five timber, price, and 
trade scenarios in economic simulations and concludes that 
some would hurt the forestry industry and the provincial 


economy seriously while others would have only a modest 
impact. 
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For instance, a 10 per cent boost in log exports would have 
little overall effect but a 15 per cent U.S. duty on B.C. 
forest products would lead to a "massive contraction of the 
British Columbia economy." 


He also looked at a 10 per cent increase in ocean freight 
rates, a 10 per cent decline in world softwood prices, and 
reduction in harvest levels, all of which would have a bad 
effect. The drop in world lumber prices would be as serious 
a shock as the American tariff. 


The findings of this study are the personal 
responsibility of the author and, as such, 


have not been endorsed by the members of the 
Economic Council of Canada. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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OTTAWA -- The gradual warming of Earth's surface -- the 
so-called "greenhouse effect" -- could force changes to 
Canadian farming, navigation, forestry and power generation 
and yet yield economic advantages for Canada. 


At the same time, says Canadian scientist Kenneth Hare, this 
climatic change could threaten world food supplies and global 
Stan ity. 


Hare, Professor Emeritus of geography at the University of 
Toronto, says in an Economic Council of Canada report, 
released today, that the impact of global warming should be 
clear by the end of this century and "big news" in less than 
40 years. 


The report includes Hare's paper and others given at a 
conference on the environment sponsored by the Council in 
Toronto last December. 


While other authors focus on problems that are already 
apparent, they too underline the link between environmental 
questions and political, social and economic issues on a 
national and international scale. 


Managing the Legacy: Proceedings of a Colloquium on the 
Environment, December 1985, Supply and Services Canada, 
Ottawa (Cat. No. EC22-131/1986E, $9.95 in Canada; $11.95 in 


other countries). 
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They touch on the future costs to the Canadian economy of 
poor management of water and forests, the costs of disposing 
industrial wastes, and the economic and political toll of 
rapidly worsening environmental problems in the developing 
world. 


The greenhouse effect, says Hare, is caused by fossil fuels, 
such as coal and oil, spewing carbon dioxide into the 
atmosphere. The increase in carbon dioxide and other 
pollutants prevents radiation from escaping the earth so that 
the surface temperatures gradually rise. 


A warmer world might, for example, cause Canadian trees to 
grow much more quickly and, at the same time, increase the 
threat of fires and pests. 


But the University of Toronto professor suggests farmers 
will be able to adapt through technical change such as new 
strains of wheat and corn. There is a good chance that the 
forestry industry could also adapt. 


In this situation, Canadian agriculture may fare better 
than farming in the United States and the Soviet Union. 


While this might work to "Canada's commercial advantage," he 
Says that "anything that disturbs the world food system 
Contains threats, ato wstab iiity.. 


James MacNeill, Secretary-General of the World Commission on 
Environment and Development in Geneva, says developing nations 
can't afford the "react-and-cure policies" of the richer 
countries. So their environments are deteriorating rapidly -- 
they are in "deeper ecological debt than financial debt." 
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Policies aimed at cleaning up pollution will remain 
important, says MacNeill, but nations must try to anticipate 
and prevent environmental damage. If not, even rich nations 
like Canada will be unable to stop pollution from growing. 


Gustave Speth of the World Resources Institute in 
Washington, says environmental damage has helped create such 
major crises as war in El Salvador, refugees fleeing Haiti for 
the United States, and mass starvation in Ethiopia. 


Soil erosion on overused land has been a prime factor in the 
Haitian and Ethiopian problems, he remarks. 


Speth and other authors in the Council report say there is 
progress in dealing with environmental problems and that there 
is still time to combat many of them. 


Among other comments: 


Different methods of licensing and pricing for use of 
water could improve conservation and reduce pollution in 
Canadian lakes and rivers, says Peter Pearse, Chairman of the 
recent Inquiry on Federal Water Policy. There must also be 
strong efforts to develop management of river basins that 
includes all uses. 

° Gordon Baskerville, Dean of Forestry at the University of 
New Brunswick, says total forest area may be increasing in 
Canada but Canadian forests “are in a bunch of messes." 

Canada needs better planning and management of forests to cope 
with looming shortages of certain valuable trees in different 
areas in coming years. 
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Donald Chant, President and Chairman of the Ontario Waste 
Management Corporation, calls for stiffer regulations 
requiring people to move industrial wastes to treatment 
facilities. 

° Camille Dagenais, former Chairman of the Montreal 
engineering firm Groupe SNC Ltd., says the benefits of big 
dams or reservoirs can "far outweigh" the disadvantages 
despite complaints from some environmentalists. Irrigation 
and power produced by these reservoirs can more than make up 
for some environmental damage they may cause. 


° Allan Kneese, Senior Fellow at Resources for the Future in 
Washington, says a study attempting to estimate the economic 
value of maintaining surface water quality in the United 
States concluded that Americans were willing to pay 
$16 billion a year for this purpose. Many respondents in a 
survey indicated they were willing to pay even if they would 


not personally benefit from using these rivers and lakes for 
recreation. 


For further information, contact 
Robert Douglas (613) 993-2805. 
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HIGH-TECH HANDBOOK BREAKS NEW GROUND 


OTTAWA -- Workable Futures is a handy, easy-to-read guide to 
the major new technologies of our time -- the first Olaats 
kind in Canada. 


Judith Maxwell, Chairman of the Economic Council of Canada, 
said the handbook, released today, was commissioned after 
economists working in the Council's labour and technology 
research group found that no reference books were available to 
help the non-specialist understand key developments in new 
technology. 


"The group saw a chance to create a book that would help 
Canadians understand the new technologies and have some fun 


reading at the same time," said Maxwell. 

Workable Futures was prepared by Words Associated, an Ottawa 
consulting group, under the direction of Keith Newton, 
director of the Council's labour and technology group. "We've 
tried to produce a provocative, entertaining book that's more 
than just another government publication," said Words 
Associated president Ruth Tabacnik. 


Workable Futures: Notes on Emerging Technologies, by Words 
ssociated and k. Newton, Ottawa, Supply and Services Canada 
(Cat. No. EC22-132/1986E; $5.95 in Canada and $7.15 in other 
countries). 
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"It's important that everyone understands what to expect 


from the technical innovations ahead," Newton explained. 
“Workable Futures is designed to be accessible to students, 
business people, union members and anyone who is curious about 


the new technology." 


Technical insiders are unrestrained in their praise for the 
handbook as an introduction to their domain. Michael Cowpland, 
founder of the upstart telecommunications giant Mitel and 
president of Corel Systems, considers the book "a great intro- 
duction to the high-tech world." Arthur Cordell, science 
advisor to the Science Council of Canada and author of "The 
Uneasy Eighties: The Transition to an Information Society," 
calls it “your passport to understanding the new technologies." 


The handbook, a departure in style for the Council, will be 
closely followed by a report on the impact of new technology 
on Canadian firms and their employees. The study, based on a 
survey of almost 1,000 firms across Canada, is expected to be 
released in late September. 


These reports are the first fruits of a larger research 
program focusing on the effects of technological change on the 
labour force. Council researchers are trying to answer such 
questions as: Does technological change mean loss of jobs? 

Are the new technologies creating a new system of technocrats, 
technopeasants and a declining middle class? How should our 
education and training systems cope with the skills required by 
the new technologies? 


The Council will conclude this project with a major report 
next year, summing up the research and providing advice on 


these issues. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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WORKABLE FUTURES: A PASSPORT TO UNDERSTANDING 
THE NEW TECHNOLOGIES 


OTTAWA -- It's one thing to study the economics of robots in 
the factory or genetically engineered super-trees in the 
forest, but quite another to try to talk about them -- so 
researchers from Ottawa's Economic Council of Canada have 
discovered. 


"We found that many people really have no idea what the new 
technology is all about," said Council Chairman Judith Maxwell. 
"How can the ordinary citizen take part in discussions of the 
changes ahead without some understanding of what's involved?" 


In response, the Council's labour and technology research 
team decided to take on the job of closing the knowledge gap 
between technocrats and non-specialists. The result of their 
effort is Workable Futures: Notes on Emerging Technologies -- 
maybe the freshest, easiest-to-read book about technology 


around. 


Workable pune Notes on Emerging Technologies, by Words 
ssociate ewton, Ottawa, supply an ervices Canada 
(Cat. No. £¢22- 132/1986E; $5.95 in Canada and $7.15 in other 


countries). 
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From robots labouring through the night in unmanned 
Japanese factories to engineers struggling to build cheap 
plastic automobile engines that won't melt, the book 
provides a provocative glimpse of the shape of tomorrow. A 
tomorrow where genetically engineered super-plants may be the 
norm on the nations' farms where many people will find 
themselves working side by side with robots and talking to 
quasi-intelligent computers. 


The book says almost everything we use is in for a redesign 
as tough new materials and computer-aided design prove they 
can deliver better, more profitable products. And these new 
products will be simpler, stronger, lighter and easier to 
manufacture. The implications of this technical knowledge 
explosion for Canada's manufacturing and resource industries 
are profound. 


"These technologies are really shaking up conventional ideas 
of employment, labour and productivity," said Keith Newton, 
director of the Council's labour and technology research team. 
"But like it or not, they're here to stay. We realized that 
the only way to get people thinking about what they mean was 
to break the old mold and invent a completely new kind of 
report." 


"A lot of people suffer from technophobia," elaborates Ruth 
Tabacnik, president of Words Associated, the Ottawa-based 
consulting company responsible for the report. "Technical 
buzzwords and computer jargon put them to sleep. We aimed to 
overcome this resistance with a dramatic account that really 
captures people's attention." 
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The drama presented in these portraits of 12 technologies 
now emerging in the industrialized economies might best be 
summarized as “more with less." More things made from fewer 
raw materials. More usable crops from fewer acres of 
farmland. More product from slick new streamlined factories. 
More effective output from the nation's automated offices -- 
more communication, even more information. 


The opportunities for a highly educated society like Canada 
are tremendous. The probability of social upheaval seems 
equally strong. 


"Concepts like ‘artificial intelligence’ seem years away to 
most people," comments Tabacnik. "But the reality is they 're 
here now. You can already find off-the-shelf expert system 
computer software to do accounting, engineering or even 
diagnose diseases. And it's developing so fast -- every job 
or profession is bound to be affected by the coming changes, 
one way or another." 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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SALES, WAGES HIGHER IN FIRMS WITH HIGH TECH CHANGES 


OTTAWA -- Companies which introduced computer-based changes 
outperformed less-innovative firms in sales, wages, and . 
productivity in Canada in the early 1980s. 


As well, technically advanced companies expanded their 
workforces just as rapidly as those which did not introduce such 
innovations. 


This picture of the impact of new technologies emerges in a 
survey of close to 1,000 Canadian firms, released today by the 
Economic Council of Canada. 


The survey, the first comprehensive study of this kind in 
Canada, touches on all but a handful of industries and includes 
all regions. It provides solid fuel for the debate about the 
effects of technological change. 


Prepared by Council researchers Gordon Betcherman and Kathryn 
McMullen, the survey is part of a major Council project on 
technological change and the labour force. A breezy, readable 
guide to high technology, released in early September, was also 
produced by the Labour and Technology Research Group. 


Working with Technology: A Survey of Automation in Canada, by 
Gordon Betcherman and Kathryn McMullen, Ottawa, Supply and 


Services Canada (Cat. No. EC22-133/1986E; $3.95 in Canada and 
$4.75 in other countries). 
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Betcherman and McMullen asked Canadian firms for detailed 
information on their computer-based innovations in the 1980-85 
period and what they expect to introduce in the next five 
years. 


The authors found that employment grew 12 per cent in 
innovating companies in the 1980-85 period, Vital tha enya na Spy U1 CK LY 
as in firms which did not try computer-based changes. While 
many of the changes were labour-saving, innovators were able to 
increase sales enough to hire more workers. 


Productivity also rose more rapidly in these more technically 
advanced companies and wages climbed 40 per cent, on average, 
compared to 32 per cent in other firms in this five-year 
period. 


The rate of innovation was highest in the West, followed by 
Ontario and Quebec, with Atlantic Canada lagging behind. 


"Certainly, to some extent, these figures reflect the regional 
distribution of industries," say the authors. "For example, a 
high tech sector like business and services is more likely to be 
located in Ontario and the West than in the Atlantic 
provinces." 


White-collar workers, particularly women, felt the impact of 
technological change more than others. Women were more 
affected than men because computer-based innovations, such as 
word processing, primarily affected office jobs. 
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Other highlights: 


° The most innovative sectors were wholesale trade, 
communications, and utilities. 

° Innovating companies were more likely than non-innovators to 
attempt organizational changes such as decision making by 
labour-management committees. 


° Virtually all big companies with more than 500 employees 
reported some computer-based technical change, a far higher 
proportion than firms with 100 or less workers. 


° About two-thirds of innovations were office automation 
Systems, considerably cheaper than such technologies as 
computer-aided manufacturing and computer-aided design. 


° New technologies required changes in jobs and new skills. 
This led to considerable retraining. About half the retraining 
was in clerical occupations, most of it short-term and 
on-the-job. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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MORE CHANGE FOR BLUE-COLLAR WORKERS, SAYS SURVEY 


OTTAWA -- Blue-collar workers can count on more technical change 
on-the-job in the next five years than they did in the early 
1980s, says a recent survey of Canadian companies. 


Most computer-based innovations centred on white-collar jobs 
in the 1980-85 period, says the survey report, released today by 
the Economic Council of Canada. 


The trend will gradually shift toward blue-collar occupations 
though office employees will still be most affected by 
automation. 


The survey of nearly 1,000 Canadian firms -- the first of its 
kind in Canada -- was carried out by Council researchers Gordon 
Betcherman and Kathryn McMullen. Companies from every province 
and most industries responded to the detailed questionnaire. 


The survey report concludes processes such as computer-aided 
manufacturing and computer-aided design will account for about 
34 per cent of computer-based changes in the next five years, up 
from 23 per cent in 1980-85. 


Working with Technology: A Survey of Automation in Canada, by 
Gordon Betcherman and Kathryn McMullen, Ottawa, Supply and 


Services Canada (Cat. No. EC22-133/1986E; $3.95 in Canada and 
$4.75 in other countries). 
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Cases of office automation will decline as a share of overal] 
technical change. 


Certainly, cost was a major factor in office automation 
Outpacing other technical changes in the early 1980s. For 
instance, 50 per cent of computerized-numerical control] 
applications cost more than $400,000 while the figure for word 
processing was in the $20,000 range. 


The authors say that the scale of change is likely to increase 
meche future. 


"Clearly, blue-collar workers can expect to encounter 
increasing technological change in the workplace," say 
Betcherman and McMullen. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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STEADY ECONOMIC: GROWTH EXPECTED 
OTTAWA -- Canadians can look forward to steady economic growth, 


gradually falling unemployment, low inflation and rising 


purchasing power in the next 10 years, says the Economic Council 
of Canada. 


But the Council says in its Twenty-Third Annual Review of the 
economy, released today, that these economic benefits will be 
Spread unevenly across the country. 


The Western provinces have been hard hit by falling world oil 
prices and low wheat prices. The Atlantic provinces have been 


hurt by the oil price decline and chronic economic problems. 


As well, the Council warns that rising protectionism could 
blight the economic outlook. 


Low world oil and wheat prices, debt problems in Third World 
countries, Swings in currency exchange rates, and international 
trade issues have an impact on the domestic economy. 


Twenty-Third Annual Review, "Changing Times," Ottawa, Supply and 
Services Canada (Cat. No. £C21-1/1986E; $6.95 in Canada and $8.35 
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The Council's comments in the Annual Review are based on more 
detailed research that will be published in major reports along 
with recommendations in the next few months. 


The Annual Review notes that governments are considering 
reforms to economic and social policies because of the Squeeze 
On government spending. 


But the Council “believes the process of reform offers 
Opportunities for economic gains that go far beyond deficit 


reduction." It encourages economic growth and efficiency over 
the long term. 


In proposing broad regulatory reform of the financial system, 


the Annual Review sets the stage for the release of a Council 
Statement on financial institutions in the next few weeks. 


As for tax reform, the Council says that recent changes in the 


American tax system create “a greater incentive than ever for 
banade to get Its. tax system in order." 


The United States has moved toward a situation where investors 
and others will choose what they are going to do with their 
money based on what is most profitable or efficient rather than 
on tax benefits. 


Tne Council s study of corporate, property, sales, and 
personal taxes indicates that Canada would benefit from a more 
neutral tax system. 


Reform of federal social policies such as unemployment 
insurance and old age assistance should embrace all tax and 


financial aid programs aimed at a particular group such as youth 
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Or the elderly, the Annual Review says. And it should allow for 
the different needs of Canadians. 


As for the health care sector, the Counci?) Savs it "faces a 
critical future, as the cost of meeting the demand for services 
rises and the ability of governments to finance care 
diminishes." 


So Canada should experiment with different methods of 
providing health care and controlling costs. 


[Ore Urthersnrormat ion, contact. 
Robert Douglas (613) 993-2805. 
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FREER TRADE WOULD BOOST ECONOMY, SAYS COUNCIL 


OTTAWA -- Freer trade with the United States would boost 
economic growth and employment substantially in Canada but 
protectionism could cost hundreds of thousands of Canadians jobs 
in the next 10 years. 


In the Twenty-Third Annual Review, the Council said its 
economic simulations of freer trade with the United States show 
that all industrial sectors -- primary, manufacturing and 
services -- would increase output. 


Economic simulations, reported by the Economic Council of 
Canada today, indicate that in net terms overall an additional 
120,000 new jobs would be created by 1991 if tariff and some 
non-tariff barriers with the United States were dropped by 1987. 
Tihs, Sota lecoul diuniwse 5t0,1200. 0000by¥ 1995. 


Bumpeabout 520,000 njobs,woyldabe Post in net. terms: by 1995 71F 
the United States were to impose a 20 per cent surcharge on most 
imported manufactured goods and its trading partners 
retaliated. 


The Council's Annual Review of the economy also outlined 
alternative cases -- one assuming there is no retaliation after 
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the breakdown of free-trade talks with the United States, and 
the other based on a gradual introduction of a free-trade 
accord. In both cases, the results are less striking. 


Council researchers are now looking into the impact of free 
trade on individuals and specific industries. Findings will be 
published over the next two years. 


The Council recommended freer trade in a 1975 report Looking 
Outward, saying that benefits would be greatest from a 
multilateral accord under the General Agreement on Tariffs and 
Trade. The second-best option was a bilateral deal with the 
United States. 


Canada would gain from lower prices to consumers, reduced 
production costs, and a greater ability to compete. Some highly 
protected industries would lose, but there would be substantial 
benefits nationally. 


The number of new jobs could even exceed the 200,000 projected 
by 1995 with the quick removal of trade barriers, the Council 
Said. Freer trade could lead to higher productivity, 
Stimulating employment even more. 


On the other hand, a victory by American protectionists would 
have a serious impact on Canada, especially if other countries 
struck back at the United States. 


As for the new round of GATT talks, the Council report said 
Canadian negotiators face long and tough discussions on removing 
barriers to such items as agricultural goods and services. 
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Freer trade is bound to disrupt some firms and force some 
people to look for new jobs, the Annual Review said. The 
Council is now trying to pinpoint the most vulnerable workers 
and industrial sectors and offer suggestions on how they can 
deal with changes. 


Three Council members -- Raymond Koskie, Kalmen Kaplansky, and 
Diane Bellemare -- said in a comment on this issue that "it does 
not appear that the Council has adequately examined and 
considered the many negative and possibly ruinous consequences 


that could result for employers and workers in a number of 
bNGUSt CIES. 4 


They also said that they "look forward to a future in-depth 


report of the Council that will examine these and other issues 
in greater detail." 


For Turthner intormati10n, contact: 
Robert Douglas (613) 993-2805. 


Lo ee is hag an 


a im _ gmio2 o270% bis, | emt +2 maz 2 34) . ie vith 


Ns, et 


w - ne 


im ont .«bis2 wa tvat found, 6 
eredcow. afdareatuy teom ond Intognta. 2 8 
nae yond ee: no eno teappue 19t to bone oy i 


= 


“| 


bas ,Ysaneiges? neeter .otdead ba ome d. -- . enodmen ‘ftomind 4 
290b tt” asad oueet 2tdt no tnommos 6 ot biez <- seme t 14 i 
bis, benthexe wlhotsupsbs 267 [toned ody. feat r0aqdh 
2sonhovpeengo avontun yidheeog bas avinenne yr oe eit bovebte 
to Sodan & Hi eset ow BAG 2teyolgme soy sfueer biuos! a 

: "429 tat aubn 

A 


Asqab-ni stu? & of biswrot soot" yods Jedd-bise o2ts ys 
eosueret vetto tae exert snimexs fitw gana Darts and to oni 
| . , Ms Le pte vesnete 


ae 
as! ao 


ial i 


_ 


“#n64n04 noitsmrotnt + yadgaut ap 
.208S-£00 (£13) esfowod sae 109 


(© 


Government 


; ; Ba Publications 
Economic Council Conseil économique 
of Canada du Canada 
P.O. Box 527 C.P. 527 
Ottawa, Ontario Ottawa (Ontario) 
K1P 5V6 K1P 5V6 


News Release Communiqué 


Of | 
EC 
4, DO NOT RELEASE BEFORE 
A P66 Sri oe Pei (EDN), 
OCTOBER 20, 1986 
PR86/14 


COUNCIL URGESPREPORM OF ECONOMIC. SOCIAL POLICIES 


OTTAWA -- The Economic Council of Canada called LOGavneroT 
“substantial, fundamental reform" of federal policy on financial 
INSLICUTIONS, taxation, social ‘policy and “health care. 


The Council's Twenty-Third Annual Review of the economy, made 
public today, urges broad reform of the financial system rather 


than piecemeal efforts. 


It also says that incentives introduced in the last 10 years 
have made the tax system “Capricious, discriminating against 
some industries and taxpayers. 


Social policy changes should be comprehensive, including every 
tax or transfer program affecting a particular group of people. 
And provincial governments should attempt "controlled 
experimentation’ with better health care methods to limit 


spiralling costs and improve efficiency. 


Policies in these four areas are "no longer in tune with the 


1 


times," the Council says. In many cases, they “impair economic 
performance because they box people into old ways of thinking 


and ide iigs © 
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The growing importance of world economic developments 


underline the need for an “overall domestic and international 
cocranmreriron oT ¢errorte 


"Times are changing," says Council Chairman Judith Maxwell. 
"The pace is accelerating. Most Canadians will feel pressure to 


change in the next few years. But this will happen against a 
background of steady economic growth." 


The Council's basic projections indicate the economy will grow 
at an average of 3 per cent a year for the next five years and 
at an even higher rate in the early 1990s. Growth in the late 
1986-90 period will be fuelled by consumer spending and 
residential and non-residential business investment. 


The inflation rate will remain low, averaging less than 3 per 
cent over the next five years. In the same period, unemployment 


will hover in the 9 per cent range, gradually falling to less 
than 7 per cent in 1996. 


The basic projections are a "conditional forecast," the 
Council says, reflecting what has happened in the past and an 
assessment of domestic policies, developments in the United 
States and other trading partners, and commodity prices. 


The Council also looked at what would happen if there is 
higher growth or lower growth than the basic projections. In 
the high-growth case, the economy expands more rapidly and 
unemployment and the federal deficit decline. The jobless rate, 
inflation and the deficit rise under the low-growth scenario. 


Freer trade could stimulate economic growth while "the spectre 
of rising protectionism" could reduce it, says the Annual 
Review. The Council found that a 20 per cent U.S. import 
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Surtax, accompanied by retaliation from other countries, “could 


have a drastic impact on Canada's growth and result in hundreds 
or Thousands of Tost jobs.” 


Even with steady economic growth nationally, the outlook is 
Clouded for the West and Atlantic Canada. 


The Council report notes that "the slide in energy and other 
commodity prices is threatening to exacerbate the regional 
SUresses Within this Country. 


Without a quick recovery in commodity prices, “much of 
Canada's economic growth will occur in the central provinces." 


Some of the gains from lower energy prices in central Canada 
will spill over into other provinces over time. But regional 
problems will remain for some time. 


For further information, contact: 
Robert Douglas (613) 993-2805. 


Bh eo 

mie , ve 5 f >> ate 72 ae a 

Ms | “iyoa" eT SAuos 4 ah: ro. matt Wolteh hf 

: a a euavbae A uF Trane" bee vil ‘had 7) 
ay > \ : _ oie 


2 


z} 2668 TuO. 902 htenoh fan praene ‘shuokbos- bana.) wD 


| J 
~sbaned otiagt sh baw feel, oat, a0 bok 
‘i Wi 
Ps ee 
| ic : 
‘oito bes vovene wt abl iz ote?) gen? gatdon 71099 fhanueg 
fenot parr mid gs THA79 96X00 OT batnsiso TA? 2? peat x! re he 
* “rsados:2e be nidatw | 892m 
i 7 : ae 
ro pie”) p@eotsad VYITPOMHOD Wh VISvYoOost Johup: 6 IE 
asonrvote Puvtuen gmaont ne [tw rtwove “otmonods, 2 ‘abs 
Hawnd Téettoresd WT #egi7d YOUSHSe NSWOo MoV? 2A ft ep any 40. 
Let vt eer 4) : “i> 1 ' e¥ 4 7 ive : " TiPae, oJ nt ¥Ove 1a 9% ve 
mitt amore iQ? ni ene" {thw me idiot 
re “a - 
i Si 
iF 7 
7 ini val a 
ie 2510 wall 
: 
; 


(Governmen 


Publication 
: ae . 
en ofCanada ducanada 
P.O. Box 527 — C.P. 527 : 
~~” ce ee eee 
News Release Communiqué 
VA | 
EC. 
ase Y, 
| oY 7-7 oN 
VB ANY DO NOT RELEASE BEFORE 
se D\ 3200cP.Ms4GEST)s 
: 4\ NOVEMBER 13, 1986 
aiid 9 8) 
PR86/16 a } 
44 of \\bo 


COUNCIL PROPOSES SWEEPING REFORMS FOR FINANCIAL INDUSTRY 


OTTAWA -- A plan for sweeping reform to prepare the financial 
System for the 1990s was unveiled today by the Economic Council 
of Canada. 


The Council released a statement which proposed a new 
regulatory system, greater enforcement powers for regulators, 
some reorganization of financial institutions, and increased 
consumer protection. 


These proposals would boost public confidence in the financial 
System, improve efficiency and enable financial firms to adapt 
to the changing needs of Canadians in the next decade, says the 
Statement. If carried out, these changes would “affect the 
Operations of every sector of the financial industry." 


The Council will publish more detailed research on the 
financial system in coming months. The 18-month study was 
launched because of widespread changes in financial services and 
the collapse of some financial institutions. These developments 
raised questions about the soundness of the financial system and 
the scope for competition. 

Competition and Solvency: A Framework for Financial Regulation, 
Ottawa, Supply and Services Canada, (Cat. No. EC22-134/1986E, 


$4.95 in Canada and $5.95 in other countries). 
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"Efficient capital markets are a key element in a healthy 
economy," said Judith Maxwell, Council Chairman. 


The statement spells out the Council's policy proposals and 
evaluates some of the findings of recent reports of the federal 
government, House of Commons and Senate committees, and other 
federal and provincial task forces. 


The cornerstone of the Council's reform package is a new 
framework for regulating the financial industry. Here are the 
basic proposals: 


-- Institutions would be limited to one major function, such 
as banking or insurance, and each would fall under a single 
regulatory authority. Each would have their own base of equity 
capital, making it easier to regulate for solvency. 


-- Diversifying into other functions would be allowed through 
financial holding companies. These companies would bring banks, 


trust and insurance companies, and securities firms under one 
umbrella. 


-- For the first time, there would be a legal definition of 
banking. Every institution providing "means of payment" -- such 
as deposits which can be withdrawn on demand or transferred by 
cheque -- would be considered a bank. This would affect trust 
companies, mortgage loan firms and financial co-operatives. 


-- Co-operatives and caisses populaires would become a special 
category of bank -- co-operative banks. Local financial 
co-operatives would remain under provincial jurisdiction -- only 
central organizations would have to abide by federal rules. 
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-- Banking would continue to fall under federal jurisdiction. 

Most provincial responsibilities would remain unchanged. Any 

Changes prompted by the new system would have to be negotiated 
between the two levels of government. 


-- More generally, the Council recommendations call for a 
clarification of the division of responsibilities and an end to 
regulatory overlap. 


-- Regulators should have greater power to monitor and enforce 
legal provisions. 


Basically, regulators would gain new powers and would be able 
to focus on one function -- banking, trust, insurance, or 
security -- where they have knowledge and experience. The 
Council said this would lead to better regulation than if they 
were asked to Supervise several financial functions. 


The advantage of the new system, the Council said, is that it 
would give “individual financial institutions great flexibility 
in meeting the various financial requirements of their 
Clients .< 


Another advantage is that regulators would have an easier time 
ensuring that firms are solvent because they would be 
responsible for one major function only. 


At one time, the Council said, the chartered banks, the trust 
companies, the insurance companies and the securities industry 
were each separately regulated and there was little overlapping 
of functions. 
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The walls between these financial functions began crumbling 
because of a variety of developments. These include new 
financial techniques, the emergence of conglomerates, more 
sophisticated consumers, and stronger links among financial 
markets in countries round the world. 


The Council said that "public confidence in the system as a 
whole remains strong." But it also noted that the large number 
of failures of financial firms in recent years "points to 


serious underlying problems in the system as it now exists." 


Various federal and provincial committees or government 
agencies have tackled these issues in the last couple of years. 
But the Council judged that some of their solutions either had 
drawbacks or did not go far enough. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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BROADER CONSUMER PROTECTION RECOMMENDED 


OTTAWA -- New policies to broaden consumer protection in the 


financial industry were proposed by the Economic Council of 
Canada today. 


The Council said in a statement that life and general 
insurance companies and investment dealers should be required to 
develop consumer protection plans. And financial planners, 
investment counsellors, and lawyers handling estate and trust 
accounts would have to meet minimum standards under a licensing 
agreement. 


As well, the Council recommends steps to strengthen the role 
and responsibility of auditors in the financial system. They 
should be required to report to regulators any situation that 
may threaten, even in the distant future, the solvency of the 
financial company they are auditing, the statement Said. 


These are among suggestions in a Council policy document 
urging fundamental reforms in the financial industry. The 
statement is based on 18 months of research and an evaluation of 
other recent federal and provincial studies of the financial 
system. 


"In the context of a fast-changing financial world, the 
maintenance of confidence and of consumer protection is of 
paramount importance," the Council said. 
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As one measure to protect consumers, the Council said that the 
existing insurance coverage of deposits up to a maximum of 
$60,000 should be maintained by the Canada Deposit Insurance 
Corporation. A more generous limit would apply to deposits 
forming part of a Registered Retirement Savings Plan. 


However, the Council added that as a general rule, government 
Should not provide a guarantee to uninsured depositors. 


When financial disaster looms, governments might consider 
taking over the failing financial institution or helping it 
merge with another company. But “shareholders should bear at 
least some of the costs of the mismanagement of the 
institution. 


Along with deposit insurance, consumer protection should 
include other financial activities, the Council said. One step 


would be to encourage life and general insurance companies to 
set up their own consumer protection plans. 


Some consumer plans have already been introduced, the 


Statement noted, but they should be strengthened and 
well-publicized. 


Auditors would be required to report signs of financial abuses 
Or concerns they had about the health of the institution they 
are auditing. They should be supported by stronger internal 
audit committees within financial institutions. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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CONFLICT-OF-INTEREST RULES PROPOSED FOR FINANCE INDUSTRY 


OTTAWA -- The Economic Council of Canada has called for 
strengthened rules to deal with conflict-of-interest and 
concentration of ownership in the financial industry. 


The Council said in a statement today that these rules are 
essential to prevent "harmful transactions that endanger the 
solvency of institutions or the fair treatment of consumers." 


The statement outlines a series of measures including a ban on 
loans to company directors and some shareholders, disclosure to 
customers of major conflict-of-interest situations, and 
ownership restrictions in large financial institutions or 
holding groups. 


A key provision would require widespread ownership of large 
firms with assets of more than $10 billion in Canada. 


As for foreign companies, they would be allowed to enter 
gradually all financial sectors provided Canadian firms had the 
same rights in those foreign countries. 


The policy statement follows an 18-month study of the 
financial system by Council researchers. The research findings 
will be published separately in coming months. 
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Along with these proposals, the statement recommends a new 
system which would improve regulation and allow firms to 
diversify into other financial sectors through holding groups. 


But diversifying can lead to conflicts-of-interest and 
self-deals - such as a trustee taking advantage of a trust for 
his own benefit. Such actions can hurt minority shareholders 
and depositors. 


To handle ownership problems, the Council proposes that no 
Single person or company own more than 10 per cent of the 
capital of an independent financial institution or holding group 
with more than $10 billion in assets in Canada. 


The owners of institutions or holding groups with more than 
$10 billion in assets as of January 1, 1987 would not have to 
divest themselves of their holdings because these were built up 
under previous rules. But equity issues to finance further 
growth would have to stick by the 10 per cent rule. 


The statement said the Council set the $10 billion cut-off 
point because there are some advantages in having few owners in 
smaller institutions. 


The Council proposed several other measures to prevent 
concentration of ownership including a recommendation that any 
purchase of more than 10 per cent of a financial institution 


would have to receive prior approval from the regulatory 
authority. 


As for conflict-of-interest, the statement said that no 
financial institution should provide financing to any director 
Or manager of the company. 
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As well, each firm should let their customers know about major 
conflict-of-interest situations. And no financial holding group 
Should have a non-financial company as a subsidiary unless the 
firm is supplying related services, such as data processing. 


The reason for that, the Council said, is that a financial 
company's finances can be strained in an effort to bail out a 
non-financial subsidiary. It can also lead to a misuse of 
financial resources, if the non-financial subsidiary benefits 
from a favourable treatment. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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COUNCIL OUTLINES FRAMEWORK FOR PUBLIC CORPORATIONS 


; aS 
OTTAWA -- The Economic Council of Canada has proposed a OF Tox 


framework to guide governments over the long haul in deciding 


when and how to use public corporations in the economy. 


The framework is contained in a report released today, which 
deals with such issues as the privatization of Crown 
corporations, accountability and control, and the advantages of 
government enterprise. 


The report, entitled Minding the Public's Business, notes that 
public enterprise plays an important role in the economy, 
particularly in the electric power, transportation, 
communications, and mining industries. It accounts for 26 per 


cent of net fixed assets in the economy. 


While government corporations have done much to develop this 
country, "Canadians should not be enslaved by their history," 
Says the report. The role of Crown corporations in today's 
world should be looked at according to current economic and 
social needs. 


Minding the Public's Business, Ottawa, Supply and Services 
Canada, (Cat. No. EC22-135/1986E, $10.95 in Canada and $13.15 in 


other countries). 
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The Council set out to answer several basic questions in the 
report, including why the government intervened in specific 
areas and whether the reasons for creating a public corporation 
are still valid. 


As well, it considered whether public corporations are the 
right choice to solve particular problems and whether the 


management and control system in government is good enough. 


In deciding whether to set up a Crown corporation, governments 
Should base their choice on a hard-headed look at the 
alternatives, the Council says. These alternatives include 
contracting-out, subsidies, and regulation. 


Government enterprise is the best solution where policies 
based on subsidies, contracts, or other arrangements with 
private firms do not work as well. A good example is the 
electric power sector, where creating a public corporation meets 
the twin objectives of controlling a monopoly and guiding 


investment activities. 


As well, governments have had to create Crown corporations to 
handle specific problems, such as Saskatchewan's dispute with 
the federal government in the early 1970s over Ottawa's right to 


tax the province's royalties from potash production. 


Still, in many cases, subsidies and other short-term 
arrangements can lead to better results, especially if private 
firms are required to bid competitively. There is evidence that 
a private firm can fund an urban transit system under contract 


at a lower cost than public corporations. 
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In rapidly changing industries, firms may perform better if 
they are not tied to the government. 


In addition, privatization may encourage competition. The 
Council suggests this would be the case if Air Canada were sold 


to the private sector. 


Mixed public/private corporations have a limited role at best, 
the report says, because the government's public-policy aims may 
clash with the interest of private shareholders. 


The report points to a number of areas where a public 
corporation is not the best tool for solving a particular policy 
problem. In some cases, the original reasons for setting up a 
corporation have disappeared. In others, public ownership has 


involved major economic costs. 


To deal with this, governments can simply close down the 
Operation, as federal authorities did with Lotto Canada. Ora 


government department can absorb the corporation. Or the state 
Can sell its holdings to private interests. 


If the state decides to sell a Crown corporation, it should 
make sure it doesn't lose the benefits of privatization by 
imposing restrictions on buyers or share-ownership that may 


prove economically costly, says the report. 


Where shares are to be sold widely, governments should sell 
Shares in stages, finding out what the market value is from an 


Initial offering. 
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To strengthen accountability and control, the report urges a 
clear statement of objectives from the government and steps to 
strengthen boards of directors so they have greater autonomy. 


Three Council members -- Kalmen Kaplansky, Diane Bellemare and 
Pierre Fortin -- have written a dissenting statement saying that 
the report's conclusions have "emerged from narrowly based 


economic analysis and trendy neo-conservative views." 


They say that "we cannot accept the general tone of the report 
and, in particular, the recommendations for privatization of Air 


Canada, Petro-Canada, and urban transit, or the dismantling of 
CN\" 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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SALE OF AIR CANADA AND PETRO-CANADA PROPOSED 
OTTAWA -- Air Canada and Petro-Canada should be sold to the 


Private sector, says the Economic Council of Canada. 


As well, the Council says that more companies should be 
allowed to carry rail freight, and there should be fewer 
restrictions on competition in the provincially run 


telecommunications industry in the Prairie provinces. 


These are some of the recommendations in a wide-ranging report 
On the role of government enterprise in the Canadian economy. 


The report was released today. 


The Council says some public corporations still serve a useful 
Purpose while others should be sold or overhauled to fit the 


changing needs in this country. 


Along with recommendations on specific corporations, the 
Council report proposes ways to give Crown firms more autonomy, 


while strengthening government control over policy matters. 


The purpose of the report is to spell out a long-term strategy 
for governments faced with pressures to sell, create, or 


reorganize Crown corporations. 
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On Air Canada, the report says that "public ownership is no 
longer required to meet the traditional public-policy objectives 
underlying federal air policy." In fact, government ownership 
could be a barrier to an efficient air transport system, because 
governments might protect the national carrier or make certain 


concessions to it in the domestic market. 


The report says that "there is some evidence that throughout 
the 1960s and 1970s, Air Canada's performance lagged behind that 
of its private-sector counterparts," partly because of 
government policy requirements. 


Under the changing regulatory system, Canadian air carriers 
will have to operate in a much more competitive North American 
market. As a private corporation, Air Canada would be better 


able to meet these new challenges. 


So, the Council recommends privatizing Air Canada. At the 
outset, shares should be sold widely to Canadians only. 


This would permit broad share-ownership by Canadians and keep 
Air Canada in Canadian hands. 


As for Petro-Canada, the report says that the state-owned oil 


company's conventional activities such as owning retail outlets, 
could have been handled by private firms. 


At times, government intervention may be necessary in certain 
high-risk activities, such as frontier oil exploration and 
development. Governments could help create consortia with 
public and private participants to carry out exploration and 
development rather than use a Crown corporation. Once these 


projects are on their feet, the government can pull out. 
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As with Air Canada, the Council recommends selling 
Petro-Canada through a broad share-offering, initially only to 
Canadians. But there would be no specific legal limits on 
individual shareholdings. 


Under the current rail system, there is little real 
competition in handling freight. So the Council proposes that 
the federal government create opportunities for new firms to 
compete for freight business. 


One way to do this would be to set up a new public track 


authority that would take over and maintain CN's track. 


Then, other companies would have a chance to carry freight and 
compete with CN and CP, using publicly owned track. "With CN as 
a truly commercial corporation, there would be no need for 
continuing public ownership," the Council says. 


In telecommunications, the Council says there is room for more 


competition in the Prairie provinces, where governments own the 
Main telephone companies. 


Technical changes in the last 20 years raise doubts as to 
whether monopolies are needed in many aspects of 
telecommunications, the report says. The Prairie provinces have 


been slower than other parts of the country to permit 
competitive services. 


For that reason, provincial governments in the Prairie 
provinces should reduce regulatory barriers that limit 


competition in telecommunications, the Council says. 
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There is also evidence that contracting out to private firms 
leads to lower-cost urban transportation services, the report 
Says. It recommends that provincial and municipal governments 
explore opportunities for contracting out transit service to 
Private firms. These governments should redesign subsidies that 


discourage contracting-out. 


The report favours a number of the provisions in a federal 
bill on VIA Rail introduced in the last parliamentary session. 
The Council also proposes competitive tendering by VIA Rail to 
reduce the passenger-train corporation's dependence on CN and CP 
Rail. 


Among other findings, the Council concludes that government 
enterprise is the best approach for electric power systems. 
That is also true where the government finds itself ina 
Situation in which it will have to provide substantial support 
over the long term -- the creation of the Cape Breton 
Development Corporation is an example. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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STRONGER CONTROLS RECOMMENDED FOR CROWN CORPORATIONS 


OTTAWA -- Federal and provincial governments should strengthen 
Crown corporations by spelling out objectives clearly, giving 
boards of directors greater autonomy, and improving the 
appointment system. 


These steps, proposed by the Economic Council of Canada in a 
report released today, are designed to improve management and 
control of public corporations. The Council has focused on 
these issues because it believes that Crown corporations will 
continue to play a major role in the economy and im, public 


policy even after the current wave of privatization. 


In general, governments have not made plain what they expect 
of their Crown corporations. So it has not been possible to 
develop clear performance standards that could be used to 
evaluate these publicly owned organizations. 


"A major requirement, in our view, is a clearer and more 
rational division of responsibilities between government and the 


boards of public corporations," the report says. 
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"Where responsibilities are unclear, there cannot be effective 
accountability. And where accountability is weak, there will be 
little incentive for a high level of performance." 


When roles and responsibilities are unclear, ministers and 
bureaucrats become implicated in the activities of the 
corporations they are required to monitor. This does not 


contribute to effective monitoring or responsible management. 


To deal with these problems, the Council recommends that 
governments table a statement of objectives in the legislature 


for all Crown corporations. 


The statement would try to resolve conflicts between 
commercial and non-commercial objectives. Any changes would 
also have to be tabled as amendments. As well, the report 
Suggests that the statement should be reviewed annually with a 


thorough re-evaluation every three to five years. 


The board of directors can play a major role in dealing with 
questions of accountability and control, the report says. 


It should have the same legal responsibility as private boards 
under the Canada Business Corporations Act -- to "act honestly 
and in good faith with a view to the best interests of the 


eorporation." The “interests of the corporation" would be based 
on what is in the statement of objectives. 


The board can then press the government to make clear its 
objectives and reject government intervention that runs counter 
to these rules. 
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In addition, the board should have the authority to hire and 
fire the chief operating officer and to set salaries and 
benefits for senior executives. It should be allowed to develop 


capital and operating budgets and corporate strategies. 


Boards of public corporations should not include ministers or 
Public servants because that "creates a potential for conflict 
of interest." 


To underline the independence of boards of directors, the 
Council proposes that an independent commission maintain a list 
of people with the knowledge and experience to serve as 
directors. Ministers would have to choose from the list 


submitted by the commission. 


Control and accountability problems are better handled through 
strong boards of directors than through holding companies such 
as the Canada Development Investment Corporation, the report 
says. A holding corporation can reduce the importance of a 


board of directors. 
Other proposals: 


-- An agency in a central management department of government 
should approve all commercial investment proposals by Crown 
corporations. The key criterion for approval should be whether 
the proposed investment is commercially viable. Investments 
rejected on this basis could be submitted to the relevant 
government department to see whether they could be justified on 


other grounds. 
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-- In deciding whether to create a new public corporation and in 
evaluating existing corporations, governments should weigh it 
against competing claims for government money. They should also 
look at other ways of reaching the same policy objective. This 
review should take into account both "hidden" and direct 


government subsidies to the corporation. 


-- The cabinet should be required to approve any move by a 
public corporation to create or buy a Subsidiary. The 


subsidiary should not have powers to do what the parent company 
cannot do. 


For further information, contact: 
Robert: Dougias: (613) 993-2805. 
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COUNCIL PROPOSES BROAD TAX REFORM PACKAGE "EB 1 6 jo 
OTTAWA -- The Economic Council of Canada proposed tod 


reform package that would make the tax system fairer, simpler 
and more efficient while increasing average incomes of 


Canadians. 


Yet the Council said in a Statement that governments would not 
lose revenue under its reform proposals. 


The changes would broaden the tax base, lower some personal 
and corporate rates, shift the personal income tax to a lifetime 
income basis, require the tax system to be indexed, and ensure 


that similar types of taxpayers are taxed in the same way. 


As well, the Statement recommends replacing the federal 
mManufacturers' sales tax, altering provincial sales taxes, 
gradual withdrawal of some federal and provincial resource tax 
allowances, and a review of the municipal and property tax 
system. 


The suggested reforms would also integrate the corporate and 
personal income tax systems more closely by giving dividend tax 


treatment to equity investments in registered savings plans. 


Road Map for Tax Reform: The Taxation of Savings and 


Investment, Ottawa, Supply and Services Canada, 
(Cat. No. EC22-136/1987E, $4.95 in Canada and $5.95 in other 
countries). 
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The Statement is based on a three-year research program on 
capital income -- income from savings or investment. The basic 
research will be released separately later. 


Criteria used by the Council to develop its reform proposals 
were equity, efficiency, simplicity, stability, and the need to 


hold the government accountable in a democratic society. 


The current tax system, the Statement says, "tends to 
discourage savings and investment and to divert investment 


choices away from those which are the most economically sound." 


The Council's recommended solutions to these problems 
"represent a balance of concerns for economic efficiency and 
growth, on the one hand, and for fairness and even-handedness, 
on the other." 


In fact, economic simulations show that the Council's proposal 
of a lifetime income tax would boost investment, productivity 


and output, creating more jobs and raising wages and incomes. 


The proposed changes would create a trade-off among tax 
increases and tax reductions that would leave the tax burden on 


each income group the same as it is now. 


Capital gains would be taxed in full (and the $500,000 
lifetime exemption eliminated), but the top marginal tax rates 
would be reduced. At the same time, the scope for registered 
savings would be increased to allow Canadians to average their 


taxes over their lifetime. 


Other measures included raising the interest and dividend 
deduction and permitting people such as students to register 
their loans. Registered borrowings would allow borrowers to pay 
taxes on their incomes now rather than later when they would 


face higher tax rates. 
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The advantages of a lifetime approach are: an end to 


discrimination against saving, greater simplicity and greater 
scope for averaging fluctuating incomes. 


Among proposals to change the corporate income tax, the 
Council recommended lowering the statutory tax rate and making 
it more uniform across industries, and setting a somewhat lower 
rate for small business. 


In general, the Council supported plans to replace the federal 
manufacturers' sales tax with a value-added or business-transfer 
tax that would exempt capital goods. Under this approach, goods 


that are used in producing the final product would not be 
taxed. 


The new tax should exempt as few consumer goods and services 
as possible, but there should be a personal income tax credit 
for poorer taxpayers. And provincial and federal governments 


should discuss simultaneous reform of indirect sales taxes. 


Among other recommendations, the Council proposed overhauling 
resource taxes by gradually removing federal earned depletion 
and provincial processing allowances. And it urged a review of 
municipal taxes to see that there is a reasonable sharing of 


taxes and benefits among businesses and residents. 


While Canada should note recent tax reforms in the United 
States, it should not try to reproduce them because Canadian 


governments face different fiscal problems, the Statement said. 


The general Council aim was to develop a tax policy that would 
encourage the economy to grow, leaving debate about how the 
money should be distributed to the political process. But the 
Statement noted some Council members believe the tax system 
should be used to promote social policy or economic development 


goals. 
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Three Council members -- Diane Bellemare, Kalmen Kaplansky, 
and Chaviva Hosek -- took exception to the Council's research 
design: that is the decision to focus on tax structure and not 
to recommend changes in the distribution of tax burdens. They 
said the Statement is "based on a narrow and, in our view, 
erroneous concept of efficiency which totally ignores matters of 


distributional justice, ability to pay or public consensus." 


Another member, Raymond Koskie, agreed with their comments and 
added that the Council should have recommended lowering the tax 
burden of ordinary Canadians with money gained from eliminating 
some current corporate and personal tax benefits. He also 
suggested there should have been proposals to increase 


investment rather than savings. 


Dian Cohen, another member, said the idea of a lifetime 
personal income tax system “seem to me impractical and at odds 


with the political and economic realities of our time." 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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NEW PERSONAL INCOME TAX SYSTEM RECOMMENDED 


OTTAWA -- Canadians could expect some tax rates to fall, more 
scope for registered savings plans, and altered treatment of 
capital gains under changes to the personal income tax system 


recommended by the Economic Council of Canada today. 


The Council also said in a Statement that the interest and 


dividend deduction should be raised and that borrowers should be 


allowed to register their loans for tax purposes. 


As well, it proposed that all personal tax brackets, 
deductions, and exemptions should be fully indexed for 
inflation. In that way, governments could not rely on inflation 


to increase revenue. 


The main thrust of these recommendations is to nudge the 
federal government toward a system of taxing Canadians on their 
lifetime rather than annual incomes. The idea is to tax those 
who want to save for later consumption the same as those who 
spend now. The present tax system imposes an extra tax on 
savers which is often substantial and increases with the period 
of saving. A lifetime income tax would eliminate this problem 
and would allow taxpayers to average their incomes over a period 
of years. 
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These policy proposals were part of a Council Statement which 
also dealt with corporate, sales, resource, and property taxes. 
The document is based on three years of research. 


The Council Statement noted that there are concerns about the 


efficiency and fairness of the personal income tax and the high 
statutory marginal rates. 


Under the current system, similar savings and investments 
often carry different tax rates. Interest, dividends, capital 
gains, and rental incomes are taxed differently. Some 


investments can be taxed at both the corporate and personal 
income levels. 


A key aim of the Council recommendations is to put similar 
investments and savings on the same footing for tax purposes. 
That would mean that people would not base savings and 


investment decisions on where they could get the best tax 
break. 


One Council proposal is to lower the top marginal tax rate on 
personal income from 34 per cent to 30 per cent. The next 
lowest rate should be dropped to 28 per cent. 


This change would affect about 3 per cent of tax filers 
annually. The cost of this tax cut would be financed by an 


increased tax on capital gains. 


The Statement also called for eliminating the $500,000 
lifetime exemption for capital gains. Instead, capital gains 
would be fully included in taxable income, except for capital 
gains On principal residences. Family farms would be treated as 
they are now. 
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On the other hand, capital losses should be fully deductible 
from other income, the Council said. 


Registered savings plan rules would be changed by lifting the 
dollar limit and replacing it with a contribution rate that 
would eventually rise to the 25-30 per cent range. 
Contributions would be based on total income rather than 


earnings only, so that income from shares could be included. 


Since most personal savings are unregistered, the Council said 
that the $1,000 interest and dividend deduction should be raised 
to $2,000. Taxable capital gains and rental income should be 
included as part of the deduction. 


For taxpayers who can't benefit from registered saving, the 
tax reforms would permit "registered borrowing." This would 
allow people such as students to declare their loans as taxable 
income, pay taxes now and later deduct payments on the loan for 
tax purposes when their incomes are higher. It would give 


borrowers an additional option if they felt it was to their 
advantage. 


The recommendations would give Canadians greater scope to 


"Save for a rainy day" and for old age by averaging their 
incomes over a period of years, the Council said. 


"Through a combination of registered pensions, registered 
saving, and registered borrowing, the tax system would encourage 
taxpayers to be much more self-reliant than they can be under a 


system that taxes on the basis of annual income." 


For further information, contact: 
Robert Douglas (613) 993-2805. 


; 7 oo x 
eidisoubele wht oe be code, ‘ panel Lad Lose Dat ice ry) 4e 9 it 
bise. Honea’ ond, / yBMDDE er 


2 . s i . , & — , > wr 


' : q oh >< i 


odd pnistzil yt Bepasiio od binow eoluy nace: soniven boxed eit 
jadi estexr nolsudivines « Adiw ai enton [ejer- hae. amit 3 + nit 

» Spree $n39 sog Of-ch- sid og vali ¥lisus seve Brass 

ned? xredjay emoonl teso9 ao bonsad ac plow ie 


Sebulont od bivonm se,eshe moe) smesni jedi oz bd Saas pair 


= 
} = 
‘, he rv ie oh lL } ‘ Dey Ss) Ly tia a 7 bo, ; ¢ hy F { f 52 4 Pa, sJProm o> 
t nz 3 ; ts yal 3 f / IHU ar iL, F ; 45 {¢ ty | O0008.i8 enai3 
¢ 4 


m@ijsvub5eb eng to 3584 ea beby 
3 


i a my, — - #* i Lis 
mi? yPAisyas PIS IBLHSZ ) mao or aD YS) 4 3Q4 
“ 
ee ” a 
ow e; . : ‘ ye 9 tlomeo bite abt: etn 
olcdseyas “es ensol siedd arsiesb oF edrebute es dove sloosd wolf 
? 4 > i Ye be 


102, nse! ed? no sitemyen 7 total fnew won este? Yac «emban 
gyi ow Fa g4p ~6 eaomdon! +tisdd asdw eseoerrd 53 
4 A oF m@ ere pe P 7 ee | wet i f pe Ts I i 
‘iets o3 esw Si sie’ ; ] ; ILI] fenocitzibhbs ne ey SROTIVS 
4 7 \ 
aw - 

psd nevbe = 

: ~ 


Spe7 fie blu aye Mi pr [gIAipSes Ons 
s 
- Ay > AB VBI Aact JHRczles- SIOM HOUM 90 OF eIeVe 
. , -_ 
cy rrr i ’ * ne a i ~m s —— I 
aStnn 2 A ¢ > eo KE 


nn? Cm 
:3>62n6DdD HoLsanrotnd or san 
208S-ERR (EL: en ipuod 


(‘© 


Economic Council Conseil économique 


of Canada du Canada 
P.O. Box 527 CP. 527 

Ottawa, Ontario Ottawa (Ontario) 
K1P 5V6 K1P 5V6 


News Release Communiqué 


DO NOT RELEASE BEFORE 
3:15 P.M. (EST) 
FEBRUARY 3, 1987 


PR87/04 


REPORT URGES BROADER CORPORATE TAX BASE, LOWER RATES 


OTTAWA -- The corporate income tax system should be reshaped by 


broadening the tax base and reducing statutory tax rates, says 
the Economic Council of Canada. 


Among key proposals in a Council Statement released today are 
capital cost allowances that are tied closely to actual costs, 
adjustment of the corporate tax system for inflation, and lower 


and more uniform statutory tax rates. 


In addition, the Council said the corporate and personal 
income tax systems should be more closely integrated to prevent 
double taxation of income of the shareholder. And firms should 
be allowed to carry forward losses for tax purposes 


indefinitely. 


The corporate tax proposals, based on a three-year research 
program, are part of a broader tax package which includes 
recommendations on personal, sales, resource, and property 
taxes. The detailed research will be released later. 


The Council said that the corporate income tax is "riddled 
with a variety of tax credits, allowances and deductions." They 
are generally designed to promote certain types of investment 


and to offset the impact of inflation. As a result of these 
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incentives, tax rates on new investment in 1985 could have 


varied by as much as 102 per cent to as little as a subsidy of 
78 per cent. 


"Needless to say, Canadians do not come out ahead if 
investments that are losers on the basis of business judgment 
are promoted to winners by the tax system." 


One important step to a better system would be to lower the 
Statutory federal and provincial income tax rate to 33 1/3 per 
cent and to apply it more uniformly to all industries, the 
Council Statement said. 


For small businesses, the Council recommended that the first 
$200,000 of business income be taxed at an even lower rate -- 


25 per cent. 


Since current tax law allows firms to write off certain 
investments for tax purposes long before the end of their 
economic lives, the Council suggested capital costs allowances 
should stick closely to actual capital costs. They should take 
into account physical wear and tear, obsolescence, and the 
current costs of replacing an asset. 


In addition, capital cost and inventory allowances would be 
allowed to accelerate at a certain share of the inflation rate 


as long as inflation remains under 5 per cent. 


Taking a step further, the Council recommended indexing the 
entire corporate tax system for inflation. At the very least, 
the Statement said, there should be a contingency plan to take 
effect when inflation rises above 5 per cent for a prolonged 
period. 
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To integrate the corporate and personal income taxes, the 
Council proposed setting up a "capital component" in registered 
Savings plans. That would include capital gains and dividends 
from common shares of taxable Canadian companies. The capital 
component would be eligible for a dividend tax credit upon 
withdrawal. 


As well, corporations would be allowed to carry forward losses 
with interest until they had taxable income. Current time 


limits prevent many companies from taking advantage of these tax 
allowances. 


The overall effect of these reforms would be to reduce the 
role of the corporate tax as a tool to influence where and how 
money is invested. It would become a basic withholding tax, 


indexed for inflation and linked to personal income tax. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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REPORT HIGHLIGHTS KEY ISSUES IN FINANCIAL DEBATE 


OTTAWA -- Market concentration and federal-provincial relations 
are among key issues in the current debate on financial 
regulation highlighted in a new Economic Council of Canada 


report. 


The report, released today, says that growing domestic 
competition in financial services has already reduced the 


market power of the largest firms. 


And it indicates that the unclear division of powers between 
federal and provincial authorities hampers Canadian banks and 
other financial firms in their drive to maintain world-class 


status. 


The report summarizes research -- much of it new evidence -- 
that led to a Council Statement on financial institutions, 
issued last November (see chapter 7 in the new report). These 
proposals touched on regulation, diversification of financial 


firms, conflict of interest and other questions. 


A Framework for Financial Regulation, Ottawa, Supply and 
Services Canada (Cat. No. EC22-137/1987E; $8.95 in Canada and 


$10.75 in other countries). 
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Release of the new research findings comes as Parliament 
considers legislation beginning the process of overhauling 
federal law on banks and other institutions. As well, the 
Ontario Securities Commission has just tabled new regulations 


aimed at opening up the province's securities industry. 


The Council report notes that the nine largest financial 
holding groups control 10 per cent of assets of financial 
institutions, 12 per cent of the deposit market and 20 per cent 
of the mortgage market. However, they have not yet had a 


significant impact on overall market concentration. 


The Council says that market concentration has declined in 
recent years in most financial markets -- the mortgage market is 
an exception. For instance, the four largest institutions 
accounted for about 48 per cent of deposit-taking in 1984, a 


6 percentage point drop from 1979. 


In addition, the four largest domestic personal and commercial 
lenders accounted for almost 63 per cent of that market in 1984, 


down from 70 per cent in 1979. 


These figures indicate a high level of concentration compared 
to most industrial sectors. The trend is downward, even with 
the growth of financial holding groups and a number of mergers 


of institutions over the past five years. 


On regulation, the report stresses that there should be a 
clear sharing of responsibilities between the two levels of 
government to avoid overlapping regulation. Different rules on 


solvency and competition can be costly. 


After reviewing the constitution and major court cases 
involving jurisdictional issues, the report notes that the 


federal Parliament has authority over banking and has the power 
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to delineate the scope of their functions. But Parliament has 
not defined banking and it has not "made full use of its powers 
to regulate banking." 


"Various institutions carrying on similar financial activities 


are regulated at the federal or provincial level, or both." 


This means that financial firms are not operating on a "level 
playing field," the report says. For example, banks currently 
have to meet certain requirements for monetary reserves while 


Other deposit-taking firms don't. 


The lack of a clear division of responsibilities is a major 
factor in the dispute between the federal and Ontario 


governments over bank trading in government securities. 


The research report also touches on such issues as the 
financial needs of small companies, access to services in rural 


areas and small centres, and self-dealing. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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HOSPITAL COSTS MAY RISE FASTER 

OTTAWA -- Hospital costs threaten to increase faster in coming 


years unless there is an improvement in hospital productivity. 


Economist Ludwig Auer says in a study, released today by the 
Economic Council of Canada, that hospital productivity has shown 


little improvement over the last 20 years. 


But costs have risen rapidly in that period -- about 15 per 
cent a year. While general wage and price inflation accounted 
for a large part of the increase, more intensive care was also a 


major contributor. 


A declining birth rate helped offset the growing number of 
elderly admitted to hospitals in the 1960s and 1970s. But the 
birth rate has levelled off. So costs can be expected to grow 
more rapidly as the aged increase in number unless productivity 


picks up. 


Auer calls for closer monitoring of productivity and costs of 
all hospital services ranging from the nursing department to 


administration. 


L. Auer, Canadian Hospital Costs and Productivity, Ottawa, 
Supply and Services Canada (Cat. No. EC22-138/1987E; $8.95 in 


Canada and $10.75 in other countries). 
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In fact, he says there is an “urgent need" for a cost-benefit 
analysis of surgical techniques and alternative treatments. For 
example, this could involve a comparison of costs and benefits 


of kidney transplants, renal dialysis and long-term bed care for 
kidney disease. 


But the author points out that cost and productivity problems 
are not uniquely Canadian. In fact, the Canadian health care 
system stacks up well compared to those of other major 


industrialized countries, such as the United States. 


The Auer report is an in-depth study of hospital costs and 
productivity between 1960 and 1980, based on hospital data 
provided by Statistics Canada and Health and Welfare Canada. 


Provincially, hospital operating costs varied as much as 
40 per cent in the 1960s and 1970s. Differences in hospital 
admission rates and in the extent of patient services were major 


factors. 


Admission rates ranged between 25 per cent below the national 
average in Quebec to 25 per cent above the average in 
Saskatchewan. By contrast, Quebec was highest in service 
intensity -- the amount of hospital services per patient -- 


while Prince Edward Island was lowest. 


Despite these variations, there was little difference niiiee 


expectancy among the provinces. 


Costs per patient rose steadily during this period, due 
largely to wage and price inflation but also to an increase in 
services. These services ranged from radiological examinations 


to the time nurses spent per patient. 
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This more intensive service is one of the reasons for slow 


productivity growth. 


Auer looks at a number of cost control methods used in the 
United States and suggests it might be worthwhile trying them in 


controlled experiments in this country. 


For instance, he notes that a system designed to curb spending 
by basing payments to hospitals on a nation-wide accounting 
system for diagnosis and treatment had a significant impact in 
the United States. A similar accounting system could be used on 


a test basis for monitoring Canadian hospitals. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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HEALTH SYSTEM NEEDS-—INNOVATION: FORGET 
OTTAWA -- The Canadian health care system needs a dose of 


innovation to improve service quality, consumer satisfaction, 


and effectiveness, says Claude Forget, a former Quebec social 
affairs minister. | 


Forget, who also headed the recent federal Commission of 
Inquiry on Unemployment Insurance, Suggests that one approach 


would be to pay groups of doctors lump sums to "keep Canadians 
nealthy." 


This "capitation payment" -- a payment per patient -- would be 
an incentive for doctors to manage resources wisely and would 
give consumers some clout with regard to how health services are 


developed, he says. 


But William Glaser, a professor at the New School for Social 
Research in New York, says that experience with a somewhat 
similar system in the United States indicates that financial 


Savings may not be as great as once expected. 


Aging With Limited Health Resources: Proceedings of a 
Colloguium Held in Winnipeg, May 1986, Ottawa, Supply and 
Services Canada (Cat. No. EC22-139/1987E; $9.95 in Canada and 


p11 .95 An other countries). 
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"The rest of the world sees little reason for Canada to make 
fundamental changes," he says. 


Their comments came in separate papers included in a report 


entitled Aging with Limited Health Resources, released today by 


the Economic Council of Canada. 


The report sums up the proceedings of a colloquium sponsored 
by the Council in Winnipeg in May 1986. Other organizations 
participating in preparations for the colloquium were the 
Canadian Medical Association, the Canadian Hospital Association, 


the Canadian Nurses Association, and Health and Welfare Canada. 


Forget, a partner in Secor Inc. of Montreal, says that 
“Canadians are living on borrowed time as far as the 


organization of our health care services are concerned." 


The main threat is not health care costs, because government 
controls have been strong enough to prevent them from exploding. 


But "what may be at risk is effectiveness and consumer 
Batisfaction." 


While most Canadians are happy with Canada's health insurance 
System, Forget says many consumers also feel powerless to 
influence the development of health services. And there is 


little encouragement for innovation. 


He rejects user fees and the privatization of hospitals but 
Suggests the experiment with Health Maintenance Organizations in 


the United States could be adapted here. 


Payment would be made to such groups based on the number of 


patients they have. Consumers wanting new or better services 


7 * 
4 é 
BHO i 
ma - 
“4 
7 
: 


ghans> vot moasex elssit seas brow end 26 Jaex 


* 


_ 
ts 
je-a 


= 


behuigal er1sqeqd eteitégsé ol omao: esnemnon . lem 
\§oo tvese® . sal ssl bad hak 2 tw pHipaA bes [ais 


[oo 6 2° soqntbeanowty. afta qv smyea ae 


2 ne thea eds Yad oreaA Lanlbew na ibsne2 


a Hl , ~~ 
: i Sire 
: 
Ps a 
st 
, ol 
f > 
é “~ 
j 
4 
2 
~ 
; _ 
Pe D ne 
Lu A 4 
5 
) 
j ) 
mt ‘ y 
C : 3 Z 
* 
r ei eR 
- ¢ 
4 * 
? é as av y.¢ 
, - = 
BS 7en VOD &e a 


¥ J ‘| 


: - —_— ae: 
eysae of " ‘aepaers 16 Sens 


i oe i" 


.sbene2 FY LIlonod olmonosd 
= ; 7 - Bi 
2 b ~ ‘ 


a a 


ot BecinalwW ot Ltonyod: edd ye 
a, 
‘Lfes ata 3et ssoigeveodxg al patvaqlolasag 


! eat 4°5 HOU e 2 | af 6m cf i jpaw om ar 
_ of 
_ 


wis © isv stomyano? .eved yers.. 


could switch to another medical group, although they would have 


to stick with the group for a certain period of time. 


The Council report also looks at such issues as the demand for 
and supply of health care services, advances in medical 


technology, bioethics, alternative ways of providing health 
care, and preventive care. 


Among the highlights: 


-- David Banta, a consultant with the World Health 
Organization in the Netherlands, Suggests that society should 


examine new medical technologies to see whether their benefits 
are worth the costs. 


-- Roger Evans, a research scientist at the Battelle Human 
Affairs Research Centres in Seattle, defends heart transplants 
but calls for a partnership between the medical profession, 
policy makers, and the public in deciding what medical 


treatments are most appropriate. 


-- Winnipeg researchers Noralou Roos, Evelyn Shapiro, and 
Betty Havens recommend limiting the supply of doctors and 
investigating why some physicians hospitalize their patients 
more than others. They indicate that rising hospital costs can 


.be partly traced to these two factors. 


-- Carol Buck, a professor at the University of Western 
Ontario, says the evidence is not clear that dietary changes, 
exercise, and abstaining from alcoholic beverages prevent cancer 
and heart disease. There is stronger support that stopping 


smoking helps in fighting these diseases. 
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In closing comments, Judith Maxwell, Economic Council 
Chairman, says it is clear that there will be a rising demand 


for health care as Canada's population ages. 


"We have the time to plan and adapt our System. It would be a 


disgrace if we allow the problem to become a crisis." 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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COUNCIL PROPOSES NEW TECHNOLOGY PLAN 
DITAWA == The Economic: Council of Canada today called for a 


two-pronged attack on the technological gap between Canada and 


other major industrial countries. 


First, says the Council in a policy statement, there must be a 
national commitment by government, industry, and labour to more 
rapidly adopt new technologies. Failure to act would mean "a 
loss of prosperity and jobs." 


But hand-in-hand with this approach must be innovation in how 
workers adjust to change. New technology will not be able to 
increase productivity, competitiveness, incomes, and jobs unless 


there is a "well-trained, flexible, and committed work force." 


Based on these twin pillars, the Council Statement spells out 
a new policy framework for dealing with "an urgent national 
problem of major proportions" -- the technological gap with 
other countries. The Statement stems from a major research 
project on the impact of technology on Canadian industry and the 


work force. 


Making Technology Work: Innovation and Jobs in Canada, Ottawa, 
Supply and Services Canada (Cat. No. EC22-142/1987E; $4.95 in 


Canada and $5.95 in other countries). 
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The policy framework sets out five objectives urging Canadians 
to "openly embrace" new technologies; to develop a well-trained 
and committed work force; to design an adjustment POLIS. ta 
ensure benefits are shared; to innovate in Organizing and 
developing the work force; and to create "a more constructive 
industrial relations climate." 


These objectives lead to specific proposals ranging from new 
approaches for funding training to making the federal science 


ministry a senior post as a sign of national will. 


“Ultimately,” says the Council, "the competitiveness of 
Canadian business and growth in living standards depend 


critically on the ability to use technology." 


The Statement says that technology improvements in the 1970s 
boosted productivity and led to higher incomes and increased 
demand for goods and services. The resulting employment gains 


were more than enough to offset jobs lost through new 
Bechnology. 


But Canada's major trading partners are making greater gains 
and that could hurt this country's competitive position, leading 
to job losses and lower incomes. 


To give an idea of the technology gap, the Council points out 
that we are behind not only Japan and the United States but also 
a number of European countries in adopting such new technologies 


as robots and computer numerical control machines. 


An additional problem is that, in general, Canadian firms are 
not using machinery as effectively as Japanese companies because 
the Japanese work force is more highly trained and more involved 


in implementing new high technology systems. 
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The Council carried out a survey of close to 1,000 firms 
across the country to determine what impact computer-based 
technologies had on Canadian industry in the early 1980s and 
what the outlook is in the 1985-90 period. It is the most 


comprehensive survey of its kind anywhere in the world. 


About 75 per cent of these firms introduced computer 
technology in the early 1980s. 


Office automation accounted for 64 per cent of technological 
innovations in this period and will dominate in the last half of 
eae decade’ as well. But such process technologies: as computer- 


aided manufacturing will gain a larger share in coming years. 


Technological change hit the regions unevenly. In terms of 
the percentage of companies and workers using computer 
technology, the Western provinces led in 1985. In terms of 


Spending on computers in relation to sales, Ontario and Quebec 
led. 


Ranking high as innovators were the communications and other 
utilities, wholesale trade, finance, insurance, and real estate, 
and business services industries. Among the least innovative 
were leather, textiles, and clothing, wood and furniture, and 


food, beverages, and tobacco. 


The Statement says that high-tech occupations such as 
engineers and computer programmers grew rapidly in the 1970s 


while jobs such as clerks and miners declined. 


Looking to the future, Council research indicates technology 
may lead to an overall increase in jobs in such occupations as 
sales, the professions, processing, management, and 
administration. The sharpest declines may be in the machining 


and clerical occupations. 
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At this time, there is no conclusive evidence in Canada that 
high technology is eroding the middle class -- creating high- 
and low-level jobs and eliminating middle-income JObSs gaeut the 
Council says it is still too early to make a final judgment 


because this country is only in the early stages of the current 
technological revolution. 


Por turther information, contact: 
Robert Douglas (613) 993-2805. 
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TRAINED WORKERS, HIGH-TECH KEY TO GROWTH 


OTTAWA -- The key to future prosperity in Canada is a well- 
trained, committed work force wedded to new technologies, says 
the Economic Council of Canada. 


This calls for widespread change in the way we organize work, 
develop new skills, and conduct industrial relations, says a 
Council policy statement released today. 


The Statement proposes a stepped-up program of training 
workers for technological change. And it says there must be 
much broader efforts throughout industry to develop close 


labour-management consultation on new technologies. 


The policy document is based on in-depth research on the 
impact of technology on Canadian industry and the work force. 
The research results will be published separately later this 
summer. 


Canada faces a major task of adjusting to technological 
change. While the pace of change has been rapid in recent 
years, it is expected to speed up in coming years. The number 
of Canadian workers using computer technology will more than 
double in the 1985-90 period. 
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While training is important, it is only one step to better 
results with new technologies. There must also be innovation in 
the ways people work. That includes re-designing jobs and 
ensuring workers share in deciding how technical change will be 
introduced. 


A Council survey of 1,000 firms revealed that many Canadian 
firms are experimenting with organizational innovation, such as 


joint labour-management committees, between 1980 and 1985. 


But there are signs that workers do not participate in a major 


way in decisions on technological change. 


As for designing jobs, the Council survey reported that most 
companies stuck to traditional methods. A relatively small 
minority tried such ideas as exposing workers to a broader range 
of tasks, giving them added responsibilities, or offering them 
pay incentives for increased knowledge and skills. 


Good industrial relations is another key to successfully 
introducing technological change. Unions and their members are 
not opposed to change in principle, the Council says, but there 


has been little effective collective bargaining on the issue. 


Part of the problem is that federal law and legislation in 
Some provinces does not make bargaining on technology mandatory. 
The Council urges that governments use their labour legislation 


to encourage bargaining on technological change. 


In addition, the Council document makes proposals on such 
issues as paid educational leave, vouchers for job training, and 


extended training leave and training trust fund plans. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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CONCERNS RAISED ON WOMEN IN HIGH-TECH JOBS 


OTTAWA -- There are "Some ominous causes for concern" about jobs 
for women in the high-technology sector, says the Economic 


Council of Canada. 


The Council notes in a policy statement issued today that at 
first glance women appear to have gained "their fair share of 


new high-tech jobs." 


But female employment in the high-tech sector in recent years 
has been heavily concentrated in retail trade; finance, 
insurance, and real estate; and services to business. There is 


a high proportion of clerical workers in these industries. 


"There are signs, therefore, that the disturbing traditional 
tendency towards the 'ghettoization' of women in clerical 


occupations is continuing in the high-tech sector.” 


In addition, the average income for a range of clerical 
occupations in the high-tech sector in 1980 was consistently 
below that in the low-tech sector. 


The Council document includes both the users and the producers 


of high technology in its definition of the high-tech sector. 
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Turning to young people, older workers, native people and the 
disabled, the Statement says technological change may add to 
their employment problems. For example, native people often 


live in remote areas far from the new technologies. 


These groups face a common drawback -- inadequate education. 
Drop-out figures for students in high school are high. 


Technological change reduces their chances of getting jobs. 


To combat this problem, the Council says there must be a 
concerted effort to raise the educational level of workers. 


hon weurcner anftormation, contact: 
Robert Douglas (613) 993-2805. 
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JOB OUTLOOK GOOD FOR MANY OCCUPATIONS: COUNC] 


& 
yy" 


& 4 
¥ sy y 
ile 


Oy 
TORONTO -- Jobs in computer science will grow 200 per cent wh 
machining and related trades will be practically eliminated by 
computer-based change in the 1981-95 period, says an Economic 


Gounc? | of Canada report. 


ieee voltae imbact On employment, says the research repore 
released today, will depend on how well Canadians manage 


innovation. 


Assuming the best, employment in the business sector will grow 
by 12 per cent between 1981 and 1995. In the “worst case" 
scenario, business employment will rise only 3 per cent in that 


period. 


Waewe’ Canada falls, in this range will rest on™how eihtectively 
Canadians manage technological change through retraining and 
education, constructive industrial relations, and adjustment 


assistance policies. 


mil will be essential to help Canadians adapt to the new 
ocoupactional structure and enjoy the fullest possible payoffs Erom 


productivity growth. 


Economic Council of Canada, Innovation and Jobs in Canada, Ottawa, 
Supply and Services Canada (Cat. No. EG22-l1L41719S7Ey Sl0c9> ah 
Canada and $13.15 in other countries). 
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The main message from the Council's work is that the composition 
of occupations will change dramatically -- some gaining importance 
and others losing. Consequently, innovation will pose new 
challenges for Canadian industry, workers and the education 


system. 


The research report, Innovation and Jobs in Canada, presents 
three scenarios for a range of occupations based on an economic 
model developed’ for the Council. And it reports other résearch 
fesults which led to a recent Council policy statement on thé 


impact of technology on Canadian industry and the work force. 


Using the new economic model, the Council concludes that more 
mourn Veper Cent vol the total number of jobs lost ‘through 
technological change in 76 occupations falls in just two groups’ -- 
Clerical and machining and related trades. Occupations in sales, 


services, and construction trades will make the biggest gains. 


ihe wdirect effect of computer-based ichange is to displace péople 
in many professions and trades, says the report. However, 
innovation also raises productivity and incomes. This generates 
increased demand and more jobs, offsetting the potential loss of 
jobs through introduction of new technologies. In most 


occupations, that is enough to outweigh direct job losses. 


Unlike many occupations, computer scientists will gain jobs from 
the introduction of new technologies as well as the general effect 


of increased demand. 


There is also overall growth =—- but less spectacular -—= in’ such 
service occupations as food and beverage preparation, protective 
services, and construction trades. Job gains for these groups 


Wit be in the 10-20 per cent range. 
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Computer-based innovations will virtually wipe out some trades. 
Draughting and machining are prime examples. Metal shaping and 


forming will be particularly hard-hit with almost 98 per cent of 
these jobs disappearing by 1995. 


Clerical occupations such as library, file and correspondence 


clerks will also decline, but much less sharply. 


Women will benefit from growth in the sales and services 
occupations but they will be hurt by losses in the clerical group. 


Traditionally, they have been heavily concentrated in these 
areas. 


A Council survey of close to 1,000 Canadian establishments 
indicates that women were more affected by new technologies than 
men in the 1980s. By 1985, about 16 per cent of women were 


working with computer technology compared to 12 per cent of men. 


The report also says that university-educated people will gain 
most from technological change. And Canadians can count on 
Periodic career changes, calling for retraining. That points to 
the need for a better-educated work force and a stronger industry 


commitment to retraining efforts. 


Imeeddition, the Geport touches “on “such “issues as “the impact of 
technology on specific industries, organizational change, the 
distribution of income, the industrial relations system, and the 


effect of innovations on youth, the handicapped and other groups. 


Per trurther information, contact 
Bacbara Campbell (613) 993-1253 
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of savings and investment income? 


A new research study, released today by the Economic Council of 
Canada, provides a solid base for debating this issue. It 
analyses the two main alternatives to the current system, the 


uniform income tax and consumption tax methods. 


The study concludes the consumption tax approach is superior to 
a comprehensive or uniform income tax system on grounds of 


efficiency and simplicity. 


A consumption tax is more efficient economically than a uniform 
mncome tax because it does not tax savings twice -- the original 
money saved and the interest earned on the savings. This 
double-taxation of income can discourage people from accumulating 


capital. 


J. B. Davies and F. St-Hilaire, Reforming Capital Income Taxation 
in Canada, Ottawa, Supply and Services Canada (Cat. No. 


EC22-140/1987E; $10.95 in Canada and $13.15 in other 
countries). 
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As well, the study authors say the consumption tax can hold its 


own on equity grounds if equity is defined in terms of the income 
people receive over their lifetime. 


The in-depth study was prepared for the Council by James Davies, 
economics professor at the University of Western Ontario, and 
France St-Hilaire of Mississauga, Ontario, a researcher with the 


Institute for Research on Public Pome. 


The study findings contributed to a recent Council policy 


statement on the capital income tax system called Road Map ron Tax 


Reform: The Taxation of Savings and Investment. 


The current tax regime contains elements of both the consumption 
fax and uniform income tax Systems. Moving to one system or the 
other would mean changes, but the authors Say the changes would be 


less complicated if the consumption tax approach was adopted. 


Basically, a consumption tax is a tax on spending rather than on 
total annual income. Such features of the tax system as 
registered retirement savings plans are steps toward a consumption 
tax system because these savings are not taxed until withdrawn and 


Spent. 


A comprehensive uniform income tax system would tax on an annual 
basis all capital income from savings and such assets as 
Owner-occupied homes. Such income would be taxed on its real 


value -- current value minus inflation. 


The authors say the current personal income tax system leans 
much more towards the consumption tax approach than the uniform 


income tax method. 
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They also say there is no reason why moving to a consumption tax 
system would create problems internationally for Canada. 
Adjustments could be made which would prevent “a clash with? the “tax 
systems of trading partners. 


As for simplicity, the authors note that every time savings 
limits are raised for registered pension plans and registered 
retirement savings plans, the tax system moves closer to a 


consumption tax regime. 


For further information, contact: 
Robert Douglas (613) 993-2805. 
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CERTAIN POLICIES SHOULD BE BEYOND TRADE SANCTIONS: COUNCIL 


OTTAWA -- Canada has solid grounds for maintaining its own 
approach in certain: areas of cultural, social, and regional 
development policy under a free trade deal with the United 


States, says the Economic Council of Canada. 


The Council said in its 24th Annual Review of the economy 
today that both Canada and the United States Should be free to 


pursue such policies without fear of trade sanctions. 


The Annual Review stated that "regional Support initiatives 
intended to redistribute jobs and incomes within Canada are not 


legitimate targets for U.S. trade actions." 


And there is "no legitimate basis" for the United States to 
force social programs onto the bargaining table because they are 


not subsidies that divert trade. 


As well, the "cultural industry, suitably defined, is one area 
where the terms of a U.S.-Canada accord must reflect Canada's 


Sensitivities," 
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On regional development, the Council indicated that there 
Should be a distinction between programs that shift jobs and 
incomes within Canada and those that move jobs back and forth 


across the U.S. border. 


Under the General Agreement on Tariffs and Trade (GATT), which 
governs international trade, only subsidies that divert trade 
from another country are open to retaliatory trade action. 


Canada should stand by this definition, the Annual Review said. 


To be ratified, the Council said, a U.S.-Canada free trade 


accord should satisfy Canadians on the following fronts: 


-- In providing access to U.S. markets, it should take account 


of state and local barriers as well as federal. 


exe tnshoulduspel lecuteclear lywthoseparéascof policy, trade, 
and investment that are not on the bargaining itable. ) And tit 
should indicate where domestic institutions, laws, and 


regulations are beyond the reach of countervailing trade action. 


-— It should clearly define those subsidies that can be 
attacked with countervailing actions and those that cannot 
because they fit the current GATT definition of subsidies that 


are beyond such retaliation. 


-- It should contain a dispute settlement mechanism that would 


deal with trade irritants quickly and impartially. 


A key issue in the battle against American protectionism is 
ene definition of “unfair" subsidy in a recently passed bill in 
the U.S. House of Representatives. The legislation broadens the 
definition of unfair subsidy to include everything which is not 


"consistent with (U.S.) commercial considerations." 


bow wet tide dent rmBAD 
Ae: > bah es adagt: over 4 
a or sii 
toile ‘ crag) voor sa! sivas: 416 exh mae 
ebeis dxevib datd esibiedye xiao Ne isaol yen 
aoitoe ebsad ‘Naossi isasy 94) 2990 23% yasnvos + 
shige woelvon Peunas evi Nl chia ie @idg aha srisie 
ee ! pater’ wT rol : ou te 
e6579 $0 ebapeyr. Bye a ipa £isawed ond boitises: ed of 
-eiuot’ patwol res. ots. ‘80 SABE DAAE em bluota ' 
jmedse oted biuone 72 , ale — wf 6 a3 889996 pnibivoxd ae 
terehet ea Tlow es axstised Incol bre 6fage Be 
, dint | | 4 


’ 
7 
‘ 


in 


‘ates’ .Yokloaito asetée ovond ylxesio 400 {laqe bluode sieves 


) vin aided on fepind Bend no son o76 jan jnenteevok be 

) ; A ohh. 

Seon poe ymooliutisert olgeemeb ayeny sJeosba beet oem 

inoehiosn shes). ocell bevaesouow. Jo Moser’ e427 Beoyed. ote .enolgeaeoes 


— 
4 


; i 
juts seteledvua esandy salt¢eb viaselo bivods a4. — 

fj seotd ona snoidos oniliev3asianugs flitw beds 3 

j hiedva to nolainlh & TTA +n U9 sid. of YS: dd ooudet Lae 
cotjstissey dove aS 

eee 


& Ges 
fold. meicedeen Yoemelives otjugelb se misanos bloorde LS oe ca | 


. 


als alae te : 
vilelssedqmt bas vidiolup ednartatl ebes dj two 
Ae 
: 7a 


inosjasioxg mepiiedA ganiene olaged efg at eveet UoRtA= 


i sean Yidmeoes. 4 Al yoledye “aleiny”™ 26 tole 
iahnesd nolyefsipesel adT , .eev ize snpaeiged to PAUOH (6Pie 
12! dotdw oniddyreve sbylonm! of yorteduh aistav Io nob 


*. anoliereblenoo Isiovemmos (.2.0) aalw oi nae 


This, said the Council, is a "frontal attack on the concept of 
national sovereignty that is at the heart" of GATT. If carried 
Out, these provisions could prompt retaliation and a “full=—scale 
protectionist trade war." Under this definition, federal 
programs administered by the Department of Regional and 
Industrial Expansion (DRIE) are prime candidates for U.S. 
sanctions. There have already been a few cases of 


countervailing action against DRIE subsidies. 


The Council said it is "not much enamoured by many of the 
regional and industrial programs now in place." It has found 
that "government intervention was largely unwarranted" in a 


number of programs. 


But, in terms of the trade negotiations, the crucial question 
is whether an industrial program redistributes investment and 
jobs in Canada to reduce regional disparities or whether it 
Supports activities which could not survive in the long run 
without the subsidy. It can be argued that the first type 
Should be kept off the international negotiating table while the 


second kind should be open for discussion. 


As for the unemployment insurance program, the Council said 
that Canadians pay more, overall, for their system than the 
Americans do for theirs, so it should not be considered a 
Subsidy. In fact, it would make more sense to claim that the 
smaller American program is a subsidy to U.S. business and open 


to Canadian countervailing action. 
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Canada's health care system provides far greater provection at 
less cost than the American Program, the Council said. 
Canadians, including Canadian businesses, pay taxes ito finance 
their system and these are reflected in industry costs y=’ Co thie 
does not amount to a subsidy. 


The aim of those defending Canadian cultural programs is not 
to create jobs or divert trade but to ensure that there is 


substantial Canadian content. 


sO the Council said there is an argument for continued entry 
barriers and government regulation to protect Canadian content 
in the face of a powerful American cultural industry. But the 
Council said that legislators should be "very selective about 


Bie aCtivities to be Supported and the means of support." 


For more information, contact 
Robert Douglas (613) 993-2805 
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UNEVEN REGIONAL GROWTH MUST BE TACKLED: COUNCIL 


OTTAWA -- The national economy is likely to expand steadily in 


coming years but uneven regional growth will be the country's 
major economic problem, the Economic Council of Canada said 
today. 


The Council said a prime economic target for Canadians should 
be regionally balanced growth, job opportunities and social 
services. 


The Council's Annual Review of the economy called for measures 
to "buttress these regional economies without impeding the 


longer run adjustments that domestic and international markets 
require." 


Nationally, real economic growth is expected to average 
2.8 per cent in the 1987-91 period. In the same period, 
unemployment should average 8.5 per cent, the inflation rate 


Should hover around 5 per cent, and investment will be "one of 
the engines of growth." 
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But the federal deficit situation is unlikely to improve 
substantially before 1991. 


These projections are based on assumptions about the U.S. and 


world economies, oil prices, Canadian tax reform, and interest 
rates. 


Along with this base case, the Council carried out simulations 
On an economic model using pessimistic and optimistic 


assumptions about U.S. economic performance. 


The Council projections do not estimate the impact of a 
Canada-U.S. free trade deal or increased protectionism. The 
possible effect of a comprehensive free trade agreement with 
Washington is outlined separately in the Annual Review. 


The Council's basic projections suggest the economy will grow 
at a 3 per cent rate in 1988 with a slowdown in the 1989-90 
period. The slowdown is likely because of weakness in the world 


economy and in domestic investment. 


If the U.S. economy should perform worse than expected, the 
Canadian economy might pause in 1988 rather than later. That 
would push up unemployment and the federal deficit and reduce 
average growth over the 1987-91 period. 


However, if the U.S. economy expands faster than anticipated, 
the unemployment rate would dip below 8 per cent in 1989 and the 
federal deficit would decline as a percentage of Gross National 
Proguct. 
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Overall, the economy is moving towards targets set by the 
Council in 1983 for employment, productivity, inflation, savings 
rates, the federal deficit, and social programs, the Annual 


Review said. But the unemployment rate and productivity goals 
are unlikely to be met by 1990. 


A new target was added this year -- achieving 


regionally balanced growth, employment Opportunities, and social 
services. 


From a regional standpoint, the industrial centres of southern 
Ontario and Quebec have rebounded strongly from the recession of 
the early 1980s while the Atlantic and Western provinces are 


still struggling. Northern Quebec and northern Ontario are also 
not doing as well. 


The recovery in oil prices in the last few months will help 
Alberta, Saskatchewan and possibly Nova Scotia, Newfoundland, 
and British Columbia. But solid growth in the West depends on 
agriculture and the outlook here is gGloomier. World grain 


markets are clogged, keeping prices down. 


World metal prices are still low and competition is strong 


from developing countries. That clouds prospects for parts of 
eastern and western Canada. 


Because of the commodity price problem, unemployment in the 
Atlantic and Western provinces remains higher than it was in 


1979 while the jobless rate in Ontario is lower than it was 
then. 
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The government is under strong pressure to spend more or tax 
less to help out the depressed regions, the Council said, but it 
has little room to manoeuvre because it is still Struggling with 


deficits and its tax revenues from the corporate sector are 
expanding slowly. 


As for monetary policy, the Bank of Canada has no way of 


applying different interest rate policies to different regions 
BE tie country. 


Because the different regions are growing at different rates, 
there could be a risk of inflation rising win central Canada 
while the rest of the country struggles to climb out of the 


recession. However, there is no Sign at the moment of another 
Pot lationary spiral. 


Internationally, the debt problems of some major developing 
nations continue to restrict world economic growth, the Council 
said. A renewed flow of credit to these countries -- along with 


domestic reforms -- could lead them to increase imports and 
Stimulate growth. 


For more information, contact 
Robert Douglas (613) 993-2805 
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ALTERNATIVE TO U.S. DEAL "CHALLENGING," SAYS COUNCIL 


OTTAWA -- Negotiating a free trade agreement with the United 


States may be tough but the alternative is just as challenging, 
Says the Economic Council of Canada. 


The Council said in its 24th Annual Review of the economy, 
released today, that Canada "has no choice but to reach outward 


to new markets if it is to sustain economic growth." 


One way to maintain growth would be through a trade agreement 


with the United States. 


But, 1f that fails, Canada must stake out a place in a world 
of large trading blocks. And Canadian industry "must gear UDO 


compete not only in the United States but also in more distant 
markets." 


Collapse of bilateral free trade efforts with the United 
States "would be unfortunate but need not be catastrophic," the 


Annual Review declared. 
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However, if that happens, Canada should vigorously fight 
growing protectionism in the United States by seeking to rally 
Strong American, West German, and Japanese Support for the 


current round of multilateral trade talks. 


Expanding markets through a comprehensive free trade agreement 
with the United States would generate 60,000 new jobs annually 
while the economy was adjusting to change, the Council said. 
About 20,000 people a year would be laid off. 


These findings are based on economic simulations of the direct 
and indirect impact of an accord that would wipe out all tariff 
and most non tariff barriers between the two countries. One of 
the simulations also includes the possible impact of improved 


productivity as a result of free trade with the United States. 


The simulations indicated that most of the jobs created by a 
comprehensive trade deal with the United States would be in 
occupations where layoffs are highest. 


"This heightens the probability that most job losers would 


find alternative opportunities in the same or a closely related 
eccupation,” the Council said. 


Pn a normad syear, about 1.12: million people lose their jobs 
permanently, so 20,000 layoffs caused by free trade would not be 


a major adjustment. 


Overall, a comprehensive agreement would boost employment, 
raise incomes and investment, and reduce prices nationally, the 
research indicated. All provinces and 29 of 36 industries would 
benefit. 
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While these views were endorsed by 22 Council members, four 


members took issue with these results. 


Council member Dian Cohen of Montreal said the Annual Review 
makes a "Substantial contribution" to the public debate about 
free trade. But she considered the numbers produced by the 
Council to be extreme because there is unlikely to be a 
comprehensive free trade deal. 


"Reality will probably offer much more modest rewards and 
raise new problems not considered here." 


In a joint comment, Diane Bellemare of Montreal and Kalmen 
Kaplansky of Ottawa remarked that a free trade agreement with 
the United States has much to offer Canada if there are 


appropriate safeguards and a binding dispute-settlement 
mechanism. 


But they criticized some assumptions in the Council 
Simulations as unlikely and unrealistic and declared that the 


long-term benefits of free trade depend on a full-employment 
Strategy. 


Kaplansky and Bellemare said they are concerned that "the 
Council again offers no solutions to the persistent and 


deplorable problem of over one million Canadian men and women 
unemployed." 


In a dissent, Raymond Koskie of Toronto said the Annual Review 
“contains an inadequate and one-sided analysis of the free-trade 
question, ignores the most pressing of Canada's economic 
challenges -- unemployment -- and does not sufficiently or 


properly deal with the issue of tax reform." 
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The Council's approach to free trade "is neither balanced nor 
fair," he said. He disagreed with some of the assumptions and 
Said that "this one-sided approach to free trade is particulariy 
dangerous because of the very certain political costs that 
Canada will doubtlessly pay for a free-trade deal." 


He joined with Bellemare and Kaplansky in voicing concern that 


the Council did not outline ways to reduce high unemployment and 
to develop a full-employment strategy. 


For more information, contact 
Robert Douglas (613) 993-2805 
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WORKPLACE CHANGE IMPORTANT TO ECONOMIC FUTURE 


MONTREAL -- New, more flexible ways of organizing work may be 
just as important to Canada's economic future as new 


technologies. 


A research study released here today by the Economic Council 
of Canada says some firms have found that technological change 
is most effective when there is innovation in the way a firm is 


Organized and in relations between managers and employees. 


While such organizational change is spreading slowly, says 
author Jacquie Mansell, it promises to be the wave of the future 
upon which Canada must ride if it is to be part of a challenging 


and prosperous high-tech world. 


The study points to significant gains made by Canadian 
companies that have carried out workplace innovations. Some 
firms have saved large sums of money; absenteeism has dropped; 


Productivity has risen; and employee morale has improved. 
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But if these approaches are to survive and Spread, there must 
be top-level leadership from Management, labour, and government, 
Says Mansell, a Toronto researcher and consultant on workplace 
eiange.,-In fact, technological change may force them to explore 


new methods of organizing work. 


The study - Workplace Innovation in Canada - is one of the 


first in Canada to document the importance of organizational 
change. It describes new methods that enable employees to play 
a major role in determining how they are to Carry out their 
work. And it gives Canadian examples, ranging, -£vom sthe  Forduot 
Canada plant in Windsor, Ontario, to the City sof Cavoary 


Sanitation Department. 


This research was prepared for a Council project son yine gimpact 
of technology on Canadian industry and the work force. The 


Brojyect led this year to a Council policy statement entitled 


Making Technology Work, along with other reports. 


The author traces the development of new ways to involve 
employees in decisions about how work is to be done in the 
Betice and on the plant floor. These different approaches 
include rotating employees among several jobs, allowing workers 
FO Carry out a variety of functions, setting up joint 


union-management committees, and creating "Semi-autonomous work 
mroups." 


Perhaps the most radical approach is the semi-autonomous work 
group. Under this plan, the group is responsible for most 
aspects of its work - handling planning, production, and some 
Support activities. Each group member is able to carry out 
Bimost all of the tasks. 
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Canada has had a good example in the Shell Canada plant at 
Sarnia, Ontario. Other companies such as Canadian General 
Electric in Bromont, Quebec; Westinghouse in Renfrew, Ontario; 
and Kellogg's in London, Ontario, are also combining new 


technologies with this style of workplace change. 


This approach is well-suited to the wave of new technologies 
now sweeping through the economy. 


While workplace innovations have produced real benefits, the 


author notes that current practices often stand in the way of 
change. 


Traditionally, management acts and unions react. Collective 


agreements are written to spell out detailed work rules, setting 
boundaries on what management can do. 


But this practice does not fit the system of joint control and 


Shared responsibility that is the keystone of newer forms of 


workplace innovation. 


Looking ahead, Mansell says that management, labour, and 


government need to work together to encourage workplace change. 


Bor further information, contact 
Robert Douglas (613) 993-2805 
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IMPROVED TAX SYSTEM WOULD LEAD TO HIGHER INCOMES 


OTTAWA -- Canadians would enjoy higher production and incomes if 


their tax system was more efficient, says an Economic Council of 
Canada study. 


The Council document, released today, says that "SOCLeGCy Ls 


not well served when investments that are losers on the basis of 
Dusiness judgment turn into winners because of the tax system." 


Marginal effective tax rates on investment income vary widely 


and often divert funds from more productive uses to less 
Productive projects because of preferential tax treatment. 


As well, there are other shortcomings in the personal and 


corporate income tax systems that dampen growth. 


See Se OUMC 
Economic Council of Canada, The Taxation of Savinas and 
Investment, Ottawa, supply and Services Canada (Cat. No. ; 
EC22-143/1987E; $10.95 in Canada and $13.15 in other countries). 


no ee A203 


Teel s6S sagago “ 


> SRMDOMX AaHOIH foes Onno aoe maTer2, XAT C 


. 


= 


= 7 f 


5) aacovel See ROFSoubesq retord yore Bisew ‘ena?bened = 


a6 I] 69 sitonocd ns eye ‘sitll 270m 284 adseves tt 
a = “Vout be ill 


fax .doompsob Lisnueds 

4 ‘ : 

eo! exe teA3 esnomezevnt nartw beviee TE 
sad ssechiw ont n102 driemedul, las 


fa: 


1% 


7 
_ 7 e 
sramgeeoval ne segs1 zat ovisoeltse a 


to 


sui douboug esom mort ebaul sews rp ieg3 


.snomntagia 283 lersnergistg To savesed ass 0toxd — 


sisode wate si8 evens ie 


Siit lanoes$q eng. ng ogni ime: 
Aa wore neqneb jeda emetaye «67 siege al 


“wT 
® pew 


bag. eosivee to nolsexer 36 {T ., 900s. 20-Lfoauod-s 


‘“ ap5). banks Se0lvIee OMS vigd ue ,8w5350 3a 
(astusnves yveddo nk @1.€12 Bae shaned nr O01 rarae IN 


The report, entitled The Taxation of Savings and Investment, 


summarizes research that led to a Council policy statement last 
February on capital income -- income from Savings and 
investment. The research was carried out before the federal 
government released its White Paper on Tax Reform. 


The Council's February statement called for a personal 
lifetime income tax system and for changes that would broaden 


the corporate tax base and lower Statutory corporate rates. 


Council research focused on the taxation of savings and 


investment because many of the weaknesses in the tax System lie 
therein. 


On the personal income tax side, the Council Eound: *tha@t*tive 
tax system encourages spending and discourages saving because 
Canadians pay taxes on their earnings and also on income earned 


from their savings. 


So the Council has proposed a shift toward a lifetime-income 
tax approach that would put people who are saving money on a 
more equal footing with those who are Spending their money now. 
One proposal is to raise the limit on tax-free registered 


Savings gradually. 


The Council concluded that this is fairer and more efficient. 
One major benefit would be increased Savings available for 


investment in the economy. 


Council simulations suggest that these changes could lead to 


Significant gains in per-capita income. 


ny mrs 
" | ' , i * 


in9 mseove! bas epnivse to / 
” Yeni jnemetete yoklog Liane * 
bie epaives coe annpubsnd: Testa 
Lexsbe2 edi stoled tye Belts, 2p fovsezes ont 
<mIoIeR ¥sT ao Feges 23 bait 23t bones 1 
os “a 


~~ ea 


=, — 
Sie © 


(bet ged rae 5 et 


ie «4 i: ap 
Pas: o . 
anon sat e 403 belles gnersiese veaonden a’ [ron 


nebaord biuow tees sepnedts wo3 bas mesaye xed oncr if om: 


«802484 SJetOqs09 - “yrosIusst2 vowel bas ona xed: p oe 


tie eonivac %0 noliexes ody ne bozunc? dovseeet 
$2 mageye xeo edd? nt asartendtsew ena Jo yrem seusoed shen 


= 


ke si ier 
nj ged3’ bows ftonuod edd .obie, «as omoont, lenceveq amm 
SeySoed pnive fa eepetvoseth- bas pnifinegs- 2epe7G00ns naveay | 


borsaa emooni no 6ela bans spainias sien3s AO Sexes YEQ'S BI. 
=o 


ited 
‘ ,eontvas tiens 
i _. 


¥ 7 - 


; a Ls ‘ Fa a 
soca l~smiteitil 6 haawod t2ide 5 Deeogotq ean Lionued Siee 
Ss 10 we nod onrrwiees exe onfw eiqosd 2G Siu bad sac Onn Ms a6 


~ > * e cc 


« WOM) YOenom ~ t 3, ise 190 é ‘e%d raleaes Seon fi 4 rw : ont too% ad 
ezt-xet AO simi lf etd eatas of B2 le2oae 
- ylleubete a 


=9@ 


id 
”~ 
® 
pe 3 
(es 
5 


v 
i= 
a“ 
A) 
ad 
® 


bezsi= 


* 

, 
jnetoi326 som bons tetisi el eladd Isis Se5yu.onoe Lionge> 

@ 


302 sidslisve epmives beesersal ad bluow Jitened ge 
i. 4 
«Ymonooe oft o. Snem: 


54+ bsol blued eapnsdo sass Jans Jeagque enoliséeiom ead 


omoon! siigqgeo-2sq ns etiisp: 


As for the corporate income tax system, a web of tax 


incentives has been woven over the years to help out a variety 


of industries and to offset the impact of inflation. 


To cope with this unequal treatment of corporate income, the 
Council has suggested broadening the tax base and Leducing 
Statutory rates. With rates lower, there would be less 


temptation to avoid taxes. The corporate share of total tax 
revenue would remain the same. 


mr eadition, the Council Suggested reform of the sales tax 


System nationally, as well as of resource and property taxes. 


In recent appearances before federal parliamentary committees, 
Council Chairman Judith Maxwell noted that many of the elements 


of the federal White Paper on Tax Reform moved toward those 
objectives. 


But she also stressed that the government must proceed with 
the second stage of tax reform -- changes to the sales tax 
System -- as well as with the stage-one reforms to personal and 
corporate taxes, to make long-term economic gains. | The 
Progressiveness of the tax System could be maintained by 


appropriately chosen sales tax credits for low-income groups. 


For further information, contact 
Robert Douglas at (613) 993-2805 
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News Release Communiqué 


FOR RELEASE ON 
NOVEMBER 19, 1987 


eo 7/23 


PUBLIC OWNERSHIP HAS HAMPERED AECL IN MARKETING EFFORTS 


OTTAWA -- A new study points to public ownership as a major 
reason why Atomic Energy of Canada Limited has failed to market 
the CANDU nuclear reactor successfully in a fiercely competitive 


world. 


Boe study, released today, concludes that a Crown corporation 
is "an unsuitable instrument" for such a technologically 


complex, high-risk industry. 


That's because senior managers in publicly owned corporations 
“are unable to implement long-term market strategies." 
Governments, who pay the bills, limit the options available to 
Managements of public firms. 


 . . 
G. Lermer, Atomic Energy of Canada Limited, Ottawa, Supply and 
Bervices Canada (Cat. No. BC22-145/1987E;: $8.95 in Canada and 
$10.75 in other countries). 
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Study author George Lermer, Director of “the “School “of 
Management at the University of Lethbridge in Alberta, says AECL 
focused its energies on the Ontario market and failed to exploit 


markets outside Canada, Particularly in the United States. 


Now, he says, billions of dollars would have to be spent to 
help CANDU survive until the nuclear reactor market revives, 
perhaps after 1995, 


The case study was carried out for the Economi G8Counci Decé 
Canada's research project on government enterprise. The project 
group's work led a year ago to a Council pol rey 


statement -- Minding the Public's Business -- One the appropriate 


role of publicly owned corporations. 


Bermer says AECL"s role, in its early days, was nuclear 
moginecring rather than sales. It was set up to develop the 
CANDU system. 


The corporation concentrated its efforts on one major 
buyer -- Ontario Hydro. AECL "decided to place all of its eggs 


in the domestic basket and to look for an occasional sale in 
Third World countries." 


On the other hand, Westinghouse, a major American company, set 
the pace in the nuclear industry, selling "turn-key" or 
ready-to-operate power stations. It guaranteed the price of 


uranium under long-term contracts and entered joint ventures in 
Japan, France and other countries. 


7 
« 
‘ 


aT ‘cee 
URI 


u : 
. 


38 Ioodee end. 96° fo2 
a ee 
ISSA #782 et1edlA at-@e eee . >: . 
jtolgxe of belies? brie: 2ektem o}4edA0' ods tid 


szein32. besiny, ent at eiaeluolsyeg. ‘abaned 2 


> 
‘ 7 : 


23 dnsqe oc oF oved Bivew graiioh 20 nstektitd’ eyes > on” 
averan ‘dostuem xososer sSlounone trsnis oviwsue fi 


ir y <2@er 


, 


Yo neg > imonond eds 367 +40 belvred esw ybuser ee 
clout eit .sersquseine SnemttevéeD fo Joo ong steed 1-3-1: bee 
yoilog {toyed BOF Son 4e8y 6 Sel 308° at 
efaisgoicgs sd3 mo -- geenieuG at oticud saz oni bait’ ie 
,enolsairoqiesS benwe vis Eieas 38) 
teSiSin 2nW 42 b ylase adi mt Velox eISaA: eyBe “igh 
ody qolevab of @u jee egw SI  .eelse nats tedjex onbas 
| vee 2 
, torlam Sno nO eoxelts asf beyaasoeones faldssroques 
etps eji‘3ce iis ssalg od bebirteb* JOSA .oxbyH Ofs6300 5 
dt stee” [snches590 nb 453 Sool oF Bra saved) a 
tt ".astsinves Bizemm 
3e28@ , Yiheqgmear iyenA zrolem es (sevongaisecoW > bras sedjo ecg 


3206. "yea~iaue” paillies witavbot a6eloun oti ni~eg 
ssp 91 «.@neistede sewoq sisasqo-os 

2 z at oad ‘ - ieee 

sexuiney dmtoft beyeinse bea eioe2sncs misi-onol- 355nx 


: | - \ ~peelathbos ashso baB soaete 


Canada's reactor depended on heavy-water rather than the 


light-water used in the major competing reactors. So Providing 
a regular supply of reasonably priced heavy water was important 


to marketing the reactor. 


Lermer says the "almost cavalier attitude towards the 
Seeticulty in producing heavy water reflects poorly on the whole 


Program and on AECL in particular." 


AECL stayed out of the United States and West Germany because 
it was convinced that industrial countries would protest their 


home markets. But there were possibilities for sales there and 
in Britain and France. 


The corporation did not consider foreign markets important 
until the mid-1970s. 


Unless AECL keeps pace with research and development efforts 
in other countries, even Ontario Hydro may turn to foreign 


mroducers, the Study says. But increased research is expensive. 


While the author indicates the odds are against the revival of 
the CANDU nuclear technology, he offers two alternatives for the 


future. One would be a marketing strategy to expand the market 
for CANDU -- he estimates the Piice: tag for tais* anoroaciiet 


$6 billion over the next 10 years. 


The second option would be a partnership with a foreign 


reactor developer, using CANDU or another nuclear technology, 
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If the CANDU program is allowed to wither, he suggests 


considering a merger of all or Part of AECL with Ontario Hydro. 
But if the government plans to invest heavily in a push to win 


new reactor orders, it should consider selling all or part of 
the corporation to private interests. 


Whevrindings of this Study are the personal 
responsibility of the author and, as such, 

have not been endorsed by the members of the 
Economic Council of Canada. 


For further information, contact 
Robert Douglas at (613) 993-2805 
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BETTER TAX DEAL HAS GREATER IMPACT ON YOUNG SAVERS 


OTTAWA -- The older you are the less iikely you are to increase 
your savings because of a better tax deal. 


But younger age groups will boost their Savings -- sometimes 
Significantly -- because of a better after-tax return on 
Savings. 


SO Says a research study on the impact of taxation on Savings, 
released by the Economic Council of Canada today. The work was 


carried out for a major Council project on taxation ‘of capital 
income. 


The study, prepared for the Council by Queen's University 
Professors Charles Beach, Robin Boadway, and Neil Bruce, is a 
comprehensive look at the effect of the after-tax interest rate 


On Savings at various age levels. 


C. M. Beach, R. W. Boadway, and N. Bruce, Taxation and Savings 
in Canada, Ottawa, Supply and Services Canada 

(Cat. No. EC22-144/1987E; $10.95 in Canada and Sl3si5 in -sther 
Countries). 
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Ie istthe fixnst study to use data at the household level for 
the years 1964-81 rather than relying solely on information for 
the economy as a whole. 


Based on econometric and economic Simulations, the authors 
found that an improvement in the after-tax interest rate will 
Prompt younger age groups to increase their Savings but this 
incentive declines Steadily as people age. The after-tax rate 
of return tis: caffected Dyataxerates on dividends, capital gains 


and «interest, 


Tae Sense iibivy it yno£ Savings to the interest rate is 
Particularly high for taxpayers under 30, partly because they 


can look forward to many years of savings for retirement. 


This sensitivity to the interest rate drops with age and the 
Savings of older persons just before or after retirement are 
largely unaffected because they already have their retirement 
nest egg. In fact, they are more bikedvetomscarnt spending their 


accumulated savings. 


The authors followed this examination of the short-term impact 
of tax changes with an evaluation of the long-term effects of 


Darticularytax, reforms. 


One approach was to look at what would have happened over the 
1964-81 period if the existing tax on capital income was 
replaced by a tax on consumer Spending. Another was to simulate 
the effect of an increase in wage taxes as an alternative’ to the 


eurrent tax on capital income. 
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im both cases, young taxpayers would have saved more in their 
earlier years than they did under the existing tax system. This 
would have continued through most of the 18-year period. 


But, for people aged 52 in 1964, savings would have dropped 
under a consumption tax System compared to the current Capital 
income tax approach. 


The savings benefits of the wage tax change are smaller than 


under a consumption tax Diank 


The authors also found that the benefits of removing tax 
measures which discourage Savings are much greater during times 


of high inflation than they are when price increases are low. 


As well, the study compares a consumption tax system with a 
comprehensive income tax approach in» terms: or efficiency and 
equity. The authors conclude that "consumption taxation is 


Preferable to income taxation" on both grounds. 


The findings of this study are the personal 
responsibility of the authors and, as Such, 
have not been endorsed by the members of the 
EcConomac Counci.l,.ofeCanada, 


For’ further-—information, contact 
Robert Douglas at (613) 993-2805 
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STUDY TACKLES PETRO-CANADA OWNERSHIP QUESTION 
OTTAWA -- The government's ties with Petro-Canada should be 


Overhauled if the Crown corporation is not privatized, 
new study released Loday. 


says a 


The authors, Profes¢ors Paul Halpern and Leonard Waverman of 
the University of Toronto and ANUVE = Plourds of the University of 
Ottawa, recommend changes ranging from ending Petro-Canada's 
role in public policy making to improved federal monitoring and 
evaluation of the corporation's budget. 


In fact, the publicly owned firm Should be sold to private 
interests if its social role remains limited OF lf We sould Ge 
more effectively handled another way. 


But a long-range analysis of the oil and Gas sector “should te 
undertaken before the government decides to take thisteter, wns 


authors say. 


P.Ghelpern;) A. Plourde} and L. Waverman, Petro-Canada: Its 
Role) Control and Operations, Ottawa, Supply and Services Canada 
(Cat. No. EC22-147/1987E; $9.95 in Canada and S11, 95.10) ober 
Seountries), 


i@ tr Ree 
oe ee ee ee ee anh (fy ’ 
siabane erst YnIOAs wit ons pire 
; ] P 2 ~~ i a 
hhh BOkIET MOS LE390%. rahi Gm. O2 st 
J t 
‘aging oF Eloe f° bivaetsé ati Cerive Yc 
* 6Lluc os 3 bons 'rGm efor 
jew JSeTOIona. DHL! 
¢ i 1 id ¢ é o 
a in whjts= een bow fio . a 
~ . bee 
' 4 F ( 7. ~ as” The a | ae svVuD aii’ 
1¢ ¢€ J : 
> 13 S564 LJw~nt23e7 4 Tein » veiw | 
ne) eeoivier® bas ViqGue .aves30 sBhol seam 
4 = et , - = ™~ - 4 * od 
a H ev i a 554i Gu ni 20, ¢ ~ 4 Bel’ 


if coven ara onc oe ae 


} 
aes S Dy ort i &, Oy 7 a: 


od 
e eee ,hectiaviug ‘son et aobseroqras ‘avo ‘onde tt pefvedssid: 
: “nes lethal xouae af 

We, 5 - om ‘vie aan 


3c eee Oe bisnom bee nv6qi ad Tvat 


Bivorte abanedim~ess ot dare port s tromiyevon & ear -< 


eyasgenows “gugisen pail 


si whe ¥g ate le S-theed bat otng7 at baa yetsxsyl oars : 
edgocds bremmooes « seus co 


[2 aaah yotlog: stidud a #164 
i. Sure #*nobsaaoqses sie to! foi sania 
i Pde 


Rrven iher 


stevians ‘sbhhei- Snel s Fae 


brs yada so LA A wereg ke 


‘ ba 


aac med wr ‘7 ¢ 


gti 5 = 


r % 
fay ys 


ay 


r 


ef? aes A 


+) sseseeane 
an \levidesii# 5! 


“ cae ‘ee 
= 
- iF 


is ored rode be 
ee _ 
sto: 


- 


<caeT 


ae 


© Sas ioxsn002 at 
Thil-SS93 cor. 
-(eeigs 


Hers 


The just-released Study was prepared for the Economic rCounci 1 
of Canada in 1986 and was rewritten last year. The research 
contributed to a project on government enterprise which led to a 
Council report entitled Minding the Public's Business Dn 
December 1986. 


The authors note that when Petro-Canada was created in the 
mid-1970s, its mandate included a number of social objectives. 
These were: stepping up Canadian supplies of oil and gas, 
Particularly in frontier areas; increasing government knowledge 
of wthe: industry to-assist sin policy making; and boosting 


Canadian participation in the industry. 


In early years, the corporation stuck close to the activities 
Outlined under its original mandate. But when it began 
takeovers, of private oil companies, sltrstarted competing with 


existing firms in the refining and retailing business. 


Under the National Energy Program of 1980, it gained an 
expanded role in increasing ownership of the domestic oil and 
gas industry. Petro-Canada's commercial role combined with its 


Posicy function placed it in a potential conflict of interest, 


When the Conservative government took power in 1984, 
Petro-Canada was given a new mandate, that of Operating as a 
commercial enterprise. But the authors note that it retained 
its “window-on-the-industry" function -- Operating as a source 
of information to the federal government. Now the potential for 


conflict of interest is even greater. 


So the study recommends the government should end this policy 


function. 
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It also calls for more resources for the federal Department of 
Energy, Mines and Resources and an expanded role for the Commons 
Energy Committee in monitoring and evaluating Petro-Canada's 
budget. 


In addition, the authors Say civil servants should not be 
allowed to serve on the board of directors of any Crown 


corporation because they would be in a potentia keconkhhich-6fe 
interest situation. 


When the government wants to Signal a change in Gimection eric 
Should issue a written directive. This would make clear who is 


responsible for the new approach. 


The authors say the costs of maintaining a Crown corporation 
for which there is no clear social purpose are likely to exceed 
benefits because of the problems of monitoring, evaluation, and 


COncCroO ), 


Because of the 1984 Changes to Petro-Canada's mandate, its 


Social purpose is unclear, they say. 


oor tratercason, the study Says the government should launch a 
review of the long-term potential of the oil and Gas industry, 
of public policy objectives in this area, and of various ways of 


achieving these goals. 


If such a review concludes that social objectives are limited 
Or that they can be achieved by means other than a national oil 
company, all Petro-Canada's shares should be sold to the DUD LLC, 


Bne- authors say. 
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Halpern, Plourde, and Waverman found that it was difficule ts 
compare the financial performance of Petro-Canada with other 
integrated oil companies in the private sector because of 


different accounting practices and financial benefits. 


Still, they made the comparison using methods normally applied 
to private firms and concluded that, on average, Petro-Canada's 
profit performance over the 1976-84 period was somewhat below 
that of four other major oil companies. But when looking at 
Biner factors, such as cash flow, its performance was close to 
that of the other firms. 


Meee Indings, of this Study are the personal 
responsibility of the authors and, as Such, 
have not been endorsed by the members of the 
Eeonomic sCouncil of Canada. 


For further information, contact 
Robert Douglas at (613) 993-2805 
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ADJUSTMENT POLICIES PROPOSED BY ECONOMIC COUNCIL, 


OTTAWAs==aThe Economic Council of Canada today proposed new 
directions for adjustment policies to help manufacturers and 


workers cope with growing foreign competition. 


The Council said in its policy statement that the best 
approach is to help workers move from declining to growing 


industries rather than providing capital subsidies to firms. 
Council research on special programs for specific industries 
Shows government efforts have often discouraged adjustment in 


the manufacturing sector. 


eotthe »policy statement Says the overall oprincipletshound ub 


0) 


to use general economic policies to encourage such change. 
Where governments do undertake adjustment programs for 
Pegticular industries, there should be strict guidelines and 


cime limits .< 


a 
Managing Adjustment: Policies for Trade-Sensitive Industries, 


Ottawa, Supply and Services Canada (Cat. No. BAe oy, hOBee . 
$4.95 in Canada and $5.95 in other Sountrres) 
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The policy document -- Managing Adjustment: Policies for 
a ee ment: Policies for 
PraderSensitivesIndustries:--»is based on 18 months of research 
eee eee neustries 
on adjustment in the manufacturing sector. The full research 


report will be published in a few months. 


The Councilenoted» that. the free-trade deal with the United 
States and the continuing challenge from Japan and the newly 


industrialized countries have heightened concern in Canada about 
adjustment policies. 


A glance at past performance shows that Canadian manufacturing 
firms and their workers have adapted rapidly to sweeping 
economic changes ranging from new technologies to falling 


tariffs under the multilateral General Agreement on Tariffs and 
irade {GATT), 


Council research found that more than 8 pereacentacet 
manufacturing jobs disappeared annually during the 1970s because 
eeiplantsscrosingdor declining. In that same period, more than 
20 per cent of workers left their employers every year because 
of layoffs or for their own reasons. 


But, at the same time, more jobs were being created as new 
firms started up and existing ones grew, primarily in expanding 


industries so that total employment in manufacturing increased. 


In general, workers appear to shift from declining industries 


to jobs in other industries or occupations. 


"Sensible public policy in the area of adjustment assistance 
Should therefore facilitate, not hinder, this natural movement 
of workers who are continually transferring from declining to 


Seowarqlindustries," the Council said. 
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On the whole, Bhesbest 4wayato do this-is-to Strengthen general 
economic policies such as Promoting technological Change, tax 
reform, improved labour adjustment measures, and good management 
of government finances. 


But sometimes there are strong pressures to step in and help 


Specific industries struggling with a surge of competition from 
imports. 


An in-depth study of Special programs for five vulnerable 
industries -- textiles and clothing, footwear, automobiles, 
Shipbuilding, and pulp and Paper -- revealed these programs have 
generally had a low payoff, the Council said. Aid to the 


footwear industry was an exception because it was short-term and 
had a definite cut-off point. 


Generally, measures such as special import quotas and 
Subsidies to firms for modernizing equipment were intended to 
help industries adapt gradually to foreign competition by 


Shifting from uncompetitive lines of business to new expanding 
areas. 


But, in fact, Council research shows they have led to a "new 
Protectionism" for reasons ranging from lack of a specific 
timetable for phasing out the aid to an inefficient use of 


import quotas. 


Often, these are long-lasting programs and they actually tend 


to slow down adjustment to change. 


The Council made a number of recommendations to deal with 
these shortcomings in aid to particular industries. Among the 


Proposals: 


7 


a0 7] beg ve 
a = 4, 


Lu 


ns A Mm: 
igwense, pedstpresae ‘ea aie mere Ne 
xBd)..epnBAs fsptoolondoes +o & i: B€ 
snemepeaen boop Dit » Sener anon tute sudet She 
a Pe a! Ls. desonsat? da 


= Lo 
3 i. 
i f a 


alert bits AL gesa’ 096 eextase'a gba’ Sts. ovens omit a Z 
>t oolsigaqnes to eorue & hohe asta petite: 


wen a é, ai -\) ehie te 
_ 


= x } 
‘ eS = 


efdsrenioy evita wold emeapova. Iefogas IO ybuse mggeE nine 
eeltdamogus ,asewgyo02 « Gnitizolo’ bas solitxes = ge 3 
eved emetpo1g’ oeed? belseves «+ tegeq bns glug bre. «pi tbek 
| e445 of BLA -.bhse Lrongod eft ,S20¥8q wol’ 8) bee. athe 
brie mus t- there saw #1 aBpusded woltqesoxs o8 eeaW yiteubat i658 
_,antog B2o-3u5 esintieb # bs 


ahr: 


‘ eR Pe. a ee 
ros bom Exttioup dyenmt Laloeqge es Aova eerlesom amore. 
\ bobvedakb erow gnenogivpe padstasebom: 352 enc subs 2eib ay 


ya nolsizeqmon nple so} oF yliseubssg 39856 netadaubod 
oilfiesegee wea of eeont@ud to eontl svisiseqnoonru mest ontsaid 
} 7 
12)%, aaa iz 
a » 
“ Rit 
ae +) ley 


yieo*® ¢ oF O®€ ovae yedd ewords doveseet i1ldbaved" 3963 ni <ave 
»IRiosge B to soel.mer® onions enoesex- 402 “oa toot 3 9eg¢ 


seu taetei2zent me of bike ord 305 oe leeta’ tod i dSdoR 
: | .eesoup Iso 


baed yilevice yeas Bos emasgead paisesl=onol ete: szens me. Be Bet 
epnsdo of stnemiautbhs awob wole 


u 
igiw Iseb of enoissdnenmoses 326 190dmn ss Sdsm fionved 
! opomA «6s pebzseubel asluctsing of bia mt S apaimosston 


Pr 
> & 
* 
he 


ab 


ee 


= 
- —.. 


S—43iNpDOrt quotas should apply to goods from all foreign 
countries rather than to those from one or a few sources and 
they should be phased out gradually with a definite expiry date, 
Global quotas on footwear are an example of a general import 
Bestriction while the voluntary export restraints on the number 


of Japanese cars are an tilustration of a bilateral deal. 


-- The federal government should make a careful evaluation of 
the costs and benefits of any Special assistance Program and of 


the possible alternatives before implementing it. 


Peereere 210uUld be a review of the policy after it has been 
Carried out and the information should be available to the 


public, 


-- Such evaluation should be undertaken by an independent 
tribunal, such as the Canadian Import Tribunal, which would hold 


hearings before and after quotas are imposed. 


-- The federal government should auction off quotas to 
importers and the information should be made public. This guota 
system would give voters and their elected representatives a 
better idea of actual costs than the CUrrent method and would 
also yield revenues the government could use to help workers 
adjust to change. 


For further information, contact 
Bobert Douglas at (613) 993-2805 
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HELP WORKERS, NOT FIRMS, SAYS COUNCIL 


OTTAWA -- Special programs to help the Canadian manufacturing 
industry adjust to tougher foreign competition should be aimed 


at workers -- not firms, Says the Economic Council of Canada. 


@hesCouncilusaid in a policy statement today that "subsidies 
granted to firms and industries to modernize Lneir capital 


equipment have not promoted adjustment, despite their aims." 


Council research shows that, generally, modernization 
Subsidies did not. lead to increased investment by firms. They 


could not be justified on grounds of efficiency or equity. 


But “there is a strong argument for government intervention to 


help workers adjust." 


investors and firms can diversify their investment portfolios 
and borrow to finance new investments. They have good sources 
Of information on whether certain national or international 


Projects are risky. 
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But workers cannot spread their risks as easily. For 
instance, they cannot borrow to retrain as easily as firms can 


get financing for new investments. 


So there are grounds for government intervention to provide 
information, retraining, and support to workers who seek jobs 


elsewhere because of economic change. 


PEEOrts to. assist employees in industries hurt by 
international competition should be part of general economic 


policies designed to help workers adapt to changing economic 
conditions, the Council said. 


The Council is not in a position to make proposals on all 
aspects of labour market policy, the statement said. But it 


Suggested a number of steps to take, based on Les reventawork; 


The statement called on federal and provincial governments to 
implement -- with some adjustments -- the Program for Older 
Worker Adjustment as soon as possible. The program would 
Provide preretirement benefits to older workers who lose their 


jobs through layoffs and plant closures. 


Workers should also be helped to upgrade their skills because 
job opportunities are Pikely to ‘grow an highly ski led 
occupations. 


The Council also sees an expanding role for the Industrial 
Adjustment Service, a federal program which helps employers and 
employees develop a cooperative approach in Sorting out thei x 


adjustment problems. 


For further information, contact 
Robert Douglas at (613) 993-2805 
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COUNCIL PROBES MULTINATIONAL ISSUE 


Pe iaweh =— Are foreign subsid?taries more Likely €0 pul Tap woos 
than Canadian-owned companies because of Such changes as falling 
trade barriers? Are they less likely’ to “inves? ‘?n 


technology-intensive sectors? 


The Economic Council of Canada Says its research indicates 
erat, generally, foreign affiliates react th much the same way 


as domestically owned firms to pressures for change. 


Where there are differences, the presence of foreign 
Subsidiaries seems tc help the Canadian manufacturing sector 


adjust to these pressures. 


these “Lindings “are contained “in “aCouncil policy statement on 
adjustment in the manufacturing sector which was released 


today. 


Council researchers looked at the manufacturing sector to see 
whether multinationals were more likely than domestic firms to 
Beict production from country to country, to pull out because of 
import competition, or to trim Operations. They compared the 
Canadian experience with results in the United States and 
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They found that foreign subsidiaries ane lessaiikedy, Evan 
Canadian firms to move their Operations to cheaper foreign 
locations in response to short-term price changes 
Multinationals are also no more inclined than domestic firms to 


close plants when faced with falling demand for their product. 


The statement said that U.S. affiliates in Canada have grown 
more rapidly than similar subsidiaries in other developed 
nations in industries where there is rapid trade growth. Often, 
these are firms which are heavily involved in research and 


development such as chemical Products. 


In general, the evidence does not show that falling trade 


barriers have encouraged U.S. firms to leave. 


For these reasons, the Council said it sees no reason why 
there should be a separate adjustment policy for multinational 


Eurms . 


However, Raymond Koskie, a Council member, questioned the 
findings on multinationals in comments accompanying the policy 


Statement. 


While agreeing with the general thrust of the statement, he 
also declared that if the economy faces a major shock because of 
the U.S.-Canada free-trade deal, "the proposals contained an ‘the 


Council's Statement may not be adequate." 


For further information, contact 
Robert Douglas at (613) 993-2805 
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COUNCIL SUPPORTS CANADA-U.S. TRADE DEAL 
OTTAWA -- The Canada-U.S. free-trade deal is an "important step 


forward" in trade relations between the two countries although 
there is "Scope for improvement" in future negotiations, says 
fae Economic Council of Canada. 


Meegaecord, “Said»the Council insa Statement today, will yield 
Peonomicybenefits for the country and “sets the stage for more 
harmonious trade relations between Canada and the United 


states." 


The Statement said it would make sense for Canada to pull ‘out 
Oe fheidealvift this country, is»hard-hit.by protectionist 
Peorslation in the United States. The Commons Committee on 
External Affairs and International Trade has recommended such a 
step if the U.S. omnibus trade bill becomes law as it stands 


without exempting Canada. 


But aside from that, the Council cautioned against Canada 
itself repudiating the agreement because U.S. protectionist 


forces would probably succeed in having new trade actions 


launched against this country. 


Venturing Forth: An Assessment of the Canada-U.S. Trade 
Agreement, Ottawa, Supply and Services Canada (Cat. No. 
BC22=151/1988E:; $4.95 in Canada and $5.95 in other countries). 
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The Council policy statement assesses the agreement and 
Objections, raisedsagainst,it...And it weighs the likely benefits 


in economic growth, real incomes, and employment. 


The agreement met most of the Council's own tests for a 
Successful deal. And the Council expects it will create more 


than twice as many new jobs as it will eliminate. 


But there are some weak spots as fewer non-tariff barriers 
were removed than the Council had hoped. And a major portion of 


U.S. government procurement remains closed to Canadian buyers. 


Reviewing the results of the trade talks, the, Counci ) said 
Canada succeeded in gaining greater access to the U.S. market 


through elimination of all tariffs Dye Looe. 


As well, there is more-secure access through new trade rules 
governing such sectors as services, energy, and investment. 
There are also some general rules to helpssettle disputes) such 
aS a bilateral tribunal. to, override. American and Canadian 


domestic administrative rulings on countervail and antidumping 


issues. 


In addition, there are special provisions applying to such 
sensitive areas as agriculture, energy, the, autosindustry, 
services, and investment. In general, the Council found these 


measures acceptable. 


However, the Statement said it is unfortunate U.S. government 
Procurement of transport, telecommunications, and some defence 
Poocs, is stil] not.open. to, Canadian-.bidders..| It noted that this 
Should be a top priority for Canada in future negotiations with 
the. United. States. 
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In its last Annual Review of the economy, the Council set out 
eeveral criteria for judging an agreement. 


The actual agreement met the criteria that there should be a 
dispute-settlement mechanism and that Canada’s Social policies, 
cultural institutions, and regional policies should be excluded 
from the deal. 


The Council also proposed that there should be a clear 
Gerinition of subsidies Subject to countervailing action and 
those that are not. The accord requires both countries to abide 
Dy the GATT Subsidies Code and commits them to negotiating new, 


mutually acceptable rules within five to seven years. 


The Canada-U.S. deal did not lead to removal Of Stace and 
Provincial barriers, but the Council said this was a somewhat 


unrealistic goal. 


Dealing with concerns and criticisms, the Statement declared 
it is unlikely that many American subsidiaries will pull “out %6F 
Canada because they have already invested heavily in plant and 
people here. 


As for chances of a new wave of American takeovers of Canadian 
firms, the Council said that more investment funds have flowed 
from Canada to the United States rather than the other way 


Pround iN the last decade. 


The new rules governing federal reviews of American takeovers 
of Canadian firms should not change the situation much because 
takeovers affecting about two-thirds of Canadian-controlled 
assets will still be subject to review. And even under existing 
rules, Investment Canada has never rejected a proposed 


takeover. 
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Indeed, the statement points out that there is an inherent 
contradiction in the fear of American Subsidiaries pulling out, 


on the one hand, and the fear about nadadi tional “U.S. takeovers, 
on the other. 


There are also no grounds for believing that the agreement 
requires or will lead to Canada's social or regional development 
Programs being brought into line with American programs. 
Differences between Canadian and American programs have actually 
grown in the last 40 years despite increasing economic links 


between the two Countries. 


Turning to adjustment measures, the Council reiterated that 
Such programs should focus on workers rather ythan farnhs., (And 
retraining programs should be an important part of such 
assistance. The Council dealt in more detail with this issue. in 


its recent report Managing Adjustment. 


In comments, Council members Diane Bellemare and 
Kalmen Kaplansky expressed reservations about the impartiality 
of the dispute-settlement mechanism and: concern that the 
independence of Canadian governments in social, econonic, 


regional, and industrial development policy might be 
compromised. 


They also argued that the agreement “cannot take the place of 


a national strategy to encourage optimum utilization of our 


human resources." 
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In a dissent, Council member Raymond Koskie said the Counc) 
has ignored the substantial risks of this free-trade agreement. 
He stated that assumptions underlying Council PHO JSeetLionseon the 


fesults of free-trade are TRIG LY Suenect. 


White favouring £réer trade; Koskie said that he does Hens 


think that the actual Canada-U.S. accord is in Canada's best 
interests, 


For further information, contact 
robert, Dovglas at (613) 993-2905 
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COUNCIL EXPECTS MODEST GAINS FROM ACCORD 
OTTAWA -- The impact of the Canada-U.S. free-trade deal on the 


Canadian economy will be "small but positive" over the next 


10 years, says the Economic Council of Canada. 


The Council said in a Statement, released today, that it 
expects the accord will lead to an additional increase in 
employment of 1.8 per cent (about 250,000 jobs) in Canada by 
1998 4f productivity grows as Strongly as it should. » The Gross 
national product would be almost 2.5 per cent higher Ghana 


would be without the trade agreement. 


While impressive, the Council noted that this employment 


growth is moderate when averaged over 10 years. The economy 
normally generates 250,000 to 350,000 extra jobs every year. 


Under the most probable scenario, all provinces and most 


industries would gain in employment and output. 


Bie job andweconomic growth Eligures are lower than Council 
projections released last summer. That is because the earlier 
figures were based on a hypothetical agreement prepared before 


the actual accord was negotiated and made public. 
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Bee mctuaila deel) did wnot goiasifiary asi the :Counci)s 
hypothetical case in removing nontariff barriers nor in Opening 


up U.S. government procurement to Canadian firms. 


As it did last year, the Council ran one simulation based on 
the results of removing the tariff and nontariff barriers in the 


agreement and a second that also includes higher productiwaty . 


ihe) vesult.iof lifting the! trade) barriers alone would be a 


DOOStsadn outputyoft Oe 7 per, cent) overs thes first, lor years . 


But greater productivity and more-efficient Operations, 
Stemming from freer trade, could lead to higher output. With 
these improvements, the increase in CUTDUt ShOUIeT icemto 


2.5 per cent -- the most likely outcome. 


However, the economy and employment could expand even more, 
the Council said, because the new agreement would make trade 


easier and more secure. This could stimulate more investment. 


If the trade pact is not approved, Canada might lose rather 
than gain jobs and investment as the United States might react 


by imposing new protectionist measures against Canadian exports < 


Looking at the impact of the Canada-U.S. accord on individual 
industries, the Council found that productivity improvements are 


important if Canada is to get the most out of the deal. 


Without such steps as modernizing plant and upgrading work 
Skills, 17 of the 36 industries studied will decline in 


employment and output. Almost all are in manufacturing with 
electrical products probably the hardest hit. 
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But if vulnerable industries reorganize and modernize, they 
may benefit in the long term. Council simulations show that 
with productivity improvements, 29 of 36 industries will gain 
from free trade. About 90 per cent of the additional jobs are 


in the service sector, primary industries, and construction. 


In 20 manufacturing industries, 13 industries will generate 
about 30,000 new jobs overall while seven will drop about 
10,000 over the 10-year period. Among those expected to 
increase employment Significantly are the wood, primary metals, 
and printing and publishing industries. Other industries such 
as, electrical products, rubber and plastics, and textiles will 


reduce employment. 


All provinces will benefit from free trade, but the eastern 
and western provinces will gain somewhat more than the central 
provinces. This reflects the importance of such industries as 
agriculture, fishing, energy, and construction in these 


provinces. 


Quebec and Ontario will grow less, relatively, because they 


depend more on manufacturing which will expand more slowly. 


The Council noted that Canadians should not focus on the 
precise numbers of the projections but on the general thrust of 
the nesults.».Theyprojections."tell.~a.consistent story" that 


approving the free-trade agreement will promote economic growth 
and employment in Canada. 


For) furtherninformation,2contact 
Robert Douglas at (613) 993-2805 
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TAX CREDIT PROGRAM USEFUL IN CREATING JOBS 


OTTAWA -- The federal employment tax credit program of the late 
1970s is a "promising policy approach" for dealing with 
unemployment particularly during a recession, says an in-depth 


study of the progran. 


Surendra Gera, a senior researcher with the Economic Council, oF 
Canada, says in a report released today that his analysis of the 
tax credit program revealed some weaknesses. But, overall, such 
subsidy methods “have an important role to play during periods of 


high unemployment." 


The program, which operated between 1978 and 1981, proved to be 
socially beneficial and reasonably cost-effective compared to 


other methods of boosting employment. 


On the other hand, it did not create many additional jobs. And 
it did not help workers become more employable in the future. 


S. Gera, Creating Jobs in the Private Sector: Evidence from the 
Canadian Employment Tax Credit Program, Ottawa, Supply and 


Services Canada (Cat. No. EC22-148/1988E; $8.95 in Canada and 
§20275 insother countries) . 
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The program succeeded in generating 113,000 jobs over the 
three-year period. It got off to a slow start -- only 17,000 jobs 
in the first year -- but picked up speed after some adjustments 
were made. 


Under the program, the federal government promised to provide a 
tax credit of $1.50, $1.75 or $2 an hour to employers who created 
jobs that would not have existed without the program. The level 
of the subsidy depended on the size of the unemployment problem in 
the region -- the highest subsidy went to the Atlantic provinces 
and the Gaspé region in Quebec. 


The bulk of the jobs were created in the most populous 
provinces of Ontario and Quebec followed by British Columbia, 
Alberta, and New Brunswick. A typical participant was young, 
male, single, and unemployed. Women made up only one-third of the 
workers benefitting from the subsidy although they accounted for 
45 per cent of the unemployed. 


In his study, Gera set out to determine whether the program was 
economically and socially efficient, whether it led to a net 
increase in employment, and whether it improved the long-term 
employment prospects of participants. 


Following a series of calculations, the author concluded that 
the program was socially beneficial and efficient because the 
"social opportunity cost" of creating a job was considerably less 
than the weekly wage under the program. The social opportunity 
cost is the economic value of what these workers would have been 


doing if the program hadn’t existed. 


The greatest social benefits were in high-unemployment areas. 
The program acted in the right direction by providing a relatively 
greater rate of tax credit to employers in high-unemployment 


areas, the author says. 
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As for the program’s impact on job totals, Gera says that only 
20 per cent of the jobs reportedly created by the tax credit 
program were additions to overall employment. That’s because some 
of the new jobs simply replaced existing positions. And some 
participants would have been hired without the subsidy. 


He also says that the average annual cost of each job under the 
program was about $9,400 which was less than the cost of other 
public-service employment programs or general measures such as 
income tax cuts. 


Comparing participants in the tax credit program with a similar 
group of people in the labour force, Gera concluded that the 
program did not increase chances of employment later on. This is 
not surprising, he says, because participants had problems 
securing jobs in the past. 


Some of the advantages of such subsidies are that they often act 
quickly to increase employment; they are flexible; they can be 
used to increase employment or prevent layoffs in a recession; 
they can be targeted to aid people or regions facing high 
unemployment; they can boost employment in the short run without 
increasing inflation; and they are more cost-effective than other 
job creation methods. 


Gera also says that the employment tax credit is best used for 
short-term problems such as a recession. Fora longer-term 
problem, he notes that the Council has recommended in the past a 


direct cash wage subsidy to private employers. 


The findings of this study are the personal 
responsibility of the author and, as such, 


have not been endorsed by the members of 
the Economic Council of Canada. 


For more information, contact 
Robert Douglas (613) 993-2805 
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SOME QUOTA, SUBSIDY PROGRAMS INEFFICIENT: REPORT 


OTTAWA -- A research report, released today, pinpoints waste and 
inefficiency in a range of government import quota and subsidy 
programs designed to shield vulnerable Canadian industries from 


tough foreign competition. 


The report, prepared for the Economic Council of Canada, notes 
that the estimated cost to consumers of maintaining a job in the 
clothing industry by means of import restraints is between $3 and 
$4 for every $1 of worker’s income. Costs of quotas have been 


Similarly high in the auto and footwear industries. 


Some of the federal subsidy programs for the shipbuilding and 
pulp and paper industries have also been costly, have delayed 
adjustment to foreign competition, and have failed to meet their 
objectives. In general, these objectives were to encourage 
adjustment to foreign competition or to revitalize flagging 
industries. 


Adjustment Policies for Trade-Sensitive Industries, Ottawa, Supply 


and Services Canada (Cat. No. EC22-152/1988E; $9. 95 1n Canada and 
$11.95 in other countries). 
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There were some successes among programs examined by Council 
researchers. For example, the report speaks approvingly of the 
way the import quota program worked in the footwear industry 
because the restraints were temporary and the industry 
reorganized. 


To promote better decision making by governments, the report 
suggests regular publication of a "Protection Balance Sheet" which 
would spell out the costs and benefits of quotas and industrial 
subsidy programs. This would be published by a federal agency 
such as the proposed Canadian International Trade Tribunal. 


Overall, the document says Council research shows that Canadian 
manufacturing firms and their employees have adapted well to 
increased trade competition and other forces of change. And it 
reveals that Canadian subsidiaries of foreign firms react in much 
the same way as domestic firms to trade pressures. 


The report provides the detailed research and analysis 
underlying a Council policy statement on adjustment to foreign 
competition which was released in March. 


Of federal assistance to the textile and clothing industries, 
the new report states that the goals of Canada’s bilateral quota 
system was to encourage these industries to adapt gradually to 
competition from less developed countries, priee Te out of lines 


which were no longer viable. 


The textile industry has reorganized better than the clothing 
industry for a number of reasons. But the government continues to 
aid the textile and clothing sector even though the assistance was 
supposed to be temporary. The report goes on to say that a 
gradual reduction of the restrictions on textile and clothing 
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imports should not lead to major problems, provided appropriate 
labour adjustment policies are introduced. 


Voluntary quotas on imports of Japanese autos were designed to 
give North American car makers in Canada a breathing space to 
revitalize. 


Various studies have estimated the cost per job of the voluntary 
restraints at $179,000 to $226,000 in 1985 when the average wage 
was around $30,000. The report concludes that there was no clear 
rationale for the program, no thorough evaluation, and no precise 
time limit. 


As for subsidy programs, the report points out that there are 
high costs to transferring funds to firms -- about 80 cents Ouc, Of 
every subsidy dollar. That includes the cost of administering 
subsidy programs and. the cost of diverting resources. from other 


uses. 


The document says the Pulp and Paper Modernization Program, set 
up in 1979 to help the industry become more competitive 
internationally, was not successful in meeting its goal of 
modernizing equipment in the pulp and paper industry. A dollar of 
subsidy did not produce a dollar’s worth of new investment. This 
may have reflected the lack of a valid program rationale. 


Even though the program ended in 1984, the report notes that 
"government assistance for modernization continues to flow to the 
pulp and paper industry through the Industrial and Regional 


Development Program." 


The report finds similar failings with the Shipbuilding Industry 
Assistance Program which was launched in 1975 to help a declining 


industry build ships for domestic and foreign buyers. 
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One of the most important aims of the program was to make the 
shipbuilding industry more internationally competitive. But it 
failed this test because the industry now relies largely on a 
Single client -- the federal government. 


Despite killing the program in 1985, the government has replaced 
it with a series of measures "designed to insulate the 
shipbuilding industry from competition for an indefinite future." 


Looking at programs for helping workers in threatened industries 
find new jobs, the report says the Industrial Labour Adjustment 
Program and the Canadian Industrial Renewal Program (CIRP) were 
basically sound. But they had little success because of the 
recession in the early 1980s and the fact that little information 
reached those who might have benefited from CIRP. 


The report also reiterates recommendations from the Council’s 
earlier policy statement urging governments to use general 
economic policies to aid adjustment and to channel assistance to 
workers rather than firms. If the government decides to help 
particular industries, it should set time limits and strict 


guidelines. 


Among other proposals, the Council has urged that the government 
auction off quotas so consumers can see how much they cost. An 
auction system would also mean that the financial benefits from 
these import barriers would go to the government rather than to 
foreign quota holders or to Canadian distributors and retailers 
who do not have to bear the costs of adjusting to international 


competition. 


For further information, contact 
Robert Douglas at (613) 993-2805 
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News Release Communiqué 
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DO NOT RELEASE BEFORE 
PR88/10 10200 A:M. (CST) 
NOVEMBER 24, 1988 
COUNCIL PROPOSES PRAIRIE FARM POLICIES 
REGINA -- The Economic Council of Canada has proposed a package of 


policies to help Prairie farmers manage their risks in a world of 


volatile grain prices and tough international competition. 


The Council recommended in a report released today that 
governments should make changes ranging from broadening the scope 
of existing farm income support programs to giving more help to 


those leaving farming. 


As well, it suggests steps to encourage soil conservation and to 
develop a more self-reliant farm sector if current multilateral 


trade talks succeed in lowering agricultural subsidies. 


imrgener alnvetherCouncil said then 'real Challenge for federal 
and provincial agricultural policies is to build self-reliance so 


that efficient farmers can prosper." 


The report was released here days before the Mid-Term Review of 
the multilateral negotiations under the General Agreement on 
Tariffs and Trade takes place in Montréal on December 5-7. 


Handling the Risks: A Report on the Prairie Grain Economy, 
Ottawa, Supply and Services Canada (Cat. No. EC22-154/1988E; $9.95 
in Canada and $11.95 in other countries). 
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Agricultural subsidies are expected to be a key issue in the 
Montréal talks. 


The Council prepared the report at the request of the Prime 
Minister of Canada following a suggestion from Premier Grant 
Devine of Saskatchewan. The 19-month project was assisted 
financially by the federal and Saskatchewan governments, the 


Alberta governments, and a number of private sector groups. 


Prairie grain and oilseed production is internationally 
competitive and "will continue to make an important contribution 


to the Canadian economy," the report said. 


But current federal spending on Prairie agriculture is "not 
Sustainable." When transportation subsidies are included, it 


amounted to more than $4 billion in 1987 or $30,000 per farmer. 


Ottawa boosted assistance sharply in the last couple of years 
because world grain prices dropped. The extra federal aid was 
designed to counteract heavy subsidies by the United States and 


the European Community to their farmers. 


But after examining a variety of federal and provincial 
programs, the Council concluded that income support efforts 
"ignore the build-up of debt while inappropriate credit policies 
appear to have aggravated it" by contributing to the run-up in 


land prices. 


As well, these programs "encourage dependency on government and 
discourage innovation." Farmers are likely to base some of their 
decisions on what help they can expect from government rather than 
on market demand because government aid is not the same for all 


agricultural activities. 
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There are a variety of other policy Shortcomings including 
insufficient help for farmers who want to leave agriculture and 


inconsistency between federal and provincial policies. 


To deal with these problems, the Council recommended policy 
changes to encourage efficiency and competitiveness while not 


increasing government spending. Among the proposals: 


-- The Western Grain Stabilization Act should be amended to 
cover all crops and to vary farmers’ contributions to the 


Stabilization fund to counteract price swings. 


-- Crop insurance should be extended to cover pasture and 
forage. Ottawa should also consider developing a similar program 


for livestock. 


-- Income stabilization and insurance programs should be 


compulsory to reduce the need for ad hoc bailouts. 


-- Federal and provincial lending should be based on the 
capacity of farmers to repay loans rather than on their farm 
assets. Farm Credit Corporation loans should favour projects 


which improve farm productivity rather than land purchases. 


-- To help farmers who want to spread their financial risk or 
to leave agriculture, changes should be made to the provisions 
governing the taxation of capital gains and there should be 


increased training assistance for farmers seeking new occupations. 


-- Farm management training should also be improved to help 


farmers manage their operations in a more risky world. 
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-- Federal and provincial governments should set up a 
Conservation Reserve Program so that farmers could be compensated 


for returning lower-yielding soils to forage or pasture. 


The Council report also suggests seeking new ways to rationalize 
Support for the farm sector; looking at proposals to sever the 
link between farm aid and particular farm commodities; and phasing 
out transportation subsidies if the GATT talks succeed in 


Significantly lowering foreign agricultural subsidies. 


In a comment, Council member Ken Stickland said that while he 
Supports the recommendations, the report does not pay enough 


attention to livestock markets. 


As well, he said he was disappointed the Council did not deal 
with Canadian Wheat Board policies on oats and barley marketing 
and it did not link the need to reduce federal spending on grain 
Support programs with subsidies to dairy farmers in central 


Canada. 


The Council report was based on the findings of research carried 
out by leading agricultural economists at the University of 
Saskatchewan in Saskatoon, the University of California-Davis, and 


Council headquarters in Ottawa. 


For more information, contact 
Robert Douglas at (613) 993-2805 
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News Release Communiqué 


DO NOT RELEASE BEFORE 
PR88/11 10:00 A.M. (CST) 


NOVEMBER 24, 1988 


POLICY CHANGES PROPOSED IF GATT BARRIERS LOWERED 


REGINA -- Canada should rethink Prairie farm policies if 
multilateral trade negotiations lead to freer trade in 
agriculture, says the Economic Council of Canada. 


The Council said in a report released today that this country 
should review Prairie farm programs and transportation subsidies 
if barriers to Canadian grain exports dropesiqnificantiy in the 
current round of talks under the General Agreement on Tariffs and 


Trade. 


Changes should be linked to such steps as reduced farm subsidies 
by the United States and the European Community and easier access 


to Japanese markets, the Council report said. 


As well, Canada should extend its Conservation Reserve Program 
to include a certain proportion of its crop land if other major 
grain exporting countries take similar steps to reduce farm 


acreage. in production. 


The Council report comes days before negotiators from many 


countries are due to meet in Montréal for the latest round of 
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talks under the General Agreement on Tariffs and Trade. 


Agricultural subsidies are a major item on the agenda. 


Prairie farmers and Canadian taxpayers both stand to gain from 
freer trade in agriculture, the Council said. But the outlook for 
the GATT negotiations is unpredictable at the moment with both the 
European Community and Japan reluctant to put all barriers and 


farm subsidies affecting trade on the table. 


Heavy subsidies by the United States and the European Community 
to their farm sector have led to fierce price competition for 


Canadian grain on world markets. 


Under the Special Canadian Grains Program, the federal 
government funnelled close to a billion dollars a year to Prairie 
farmers in 1986 and 1987 to offset these foreign subsidies. Yet 
the Council concluded that, on the whole, Canadian Prairie farm 
Support efforts distort trade less than major agricultural 


programs in the United States and the European Community. 


But one Canadian measure that is often accused of affecting 
trade is the Western Grain Transportation Act. The Council finds 
little evidence that the WGTA subsidies distort trade but they do 
increase grain farmers’ income at the expense of livestock 


producers. 


If agricultural trade barriers are lowered abroad, the Council 
recommends phasing out the freight rate subsidy and giving farmers 


some compensation during the transition. 


The Council report also suggested that if the GATT negotiations 
succeed Canada should consider a more sweeping change to Prairie 
farm support programs to help solve domestic and international 


trade problems. 
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A new "decoupled" farm assistance system would provide support 
to Prairie farmers directly rather than tying assistance to their 
production of specific crops. This approach, already being 
examined in some countries, would promote efficiency and cut down 


overproduction. 


The federal government should study the feasibility of 
introducing such a program in Canada, opening it up to as many 
farmers as possible, the Council said. Provincial governments and 


farm groups should be consulted. 


The Council report offers a set of examples of possible farm 
income support programs including farm income insurance, an income 
stabilization fund, a farm adjustment option, and family-income 


disaster assistance. 


They are designed to allow the farmer to stabilize his own 
income over time, to help the farm sector react better to market 
demand, to ease adjustment, and to avoid hardship. They would 
complement each other and would replace current programs tied to 


specific farm commodities. 


Farm income insurance, for example, would protect farmers 
against major farm-income losses, whether caused by low market 
prices or poor weather. The farmer’s insurance premium would be 
based on his farm cash receipts and would be matched by 


government. 


The income stabilization fund would encourage farmers to invest 
a major part of their income gains -- matched by government 
contributions -- in a self-administered fund to protect against 


future income losses. With the farm adjustment option, a farmer 
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could choose to treat assets accumulated in the fund as a tax-free 


Capital gain when he leaves or retires from farming. 


Family income disaster assistance would be given when provincial 
Or regional farm incomes drop to critical levels. It would help 


farmers cover up to half their essential living expenses. 


These changes could be introduced in a way that would respect 
the Council’s objective of gradually reducing current government 


spending on Prairie agriculture. 


For more information, contact 
Robert Douglas at (613) 993-2805 
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News Release Communiqué 


DO NOT RELEASE BEFORE 
PR88/12 10:00 AM. (CST) 


NOVEMBER 24, 1988 


PRAIRIE FARM TOTALS EXPECTED TO DECLINE 


REGINA -- The number of Prairie farms is likely to drop by 15,000 
and possibly by as much as 35,000 in the years 1985 to 2000. 


Small- and medium-sized farms are expected to decline in number 
while corporate farms will increase. Total farm employment is 


expected to decrease 12 per cent in that time span. 


Yet farm production should rise 40 per cent and the average farm 
size increase to over 1,100 acres from 950. Family-operated farms 


will continue to produce more than three-quarters of that output. 


This is the picture drawn by the Economic Council of Canada ina 
policy report released today. It is based on past trends 


continuing. 


While most Prairie farms are financially stable, the Council 
report notes that in 1987 one of every four was in financial 
difficulty and one in 10 was "non-viable" because expenses 


exceeded income. 


In fact, young farmers under 35 are even more vulnerable. 


Almost one of every two is in financial trouble while one in every 
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Six or seven has no cash income to cover family expenses after 


payments on farm loans. 


Most Prairie farmers rely on non-farm sources of income. In 
1985, about three-quarters of the income of Prairie farm families 
came from off-farm jobs. Other major contributors were government 


Support payments, investment income, and pensions. 


In 1987, the combination of massive new federal subsidies and 
existing direct support programs transferred about $20,000 to the 


average farmer. 


Without these heavy subsidies, many Prairie farmers could not 


have continued operating. 


In general, Prairie farmers have not become rich from farming. 
The labour income of the average Prairie farmer, after deducting 
other farm costs, was less than the average industrial wage in 
most of the years between 1961 and 1985. 


Drought, low world grain prices, and unrealistic expectations of 
future prices are among the main reasons for the current squeeze 
on Prairie farm incomes. Many farmers who borrowed heavily with 
hopes of steady price increases now find themselves burdened with 


debts in spite of government transfers. 


While steps can be taken to help Prairie agriculture adjust to 
tougher world competition and survive natural disasters, there are 
limits to growth in the grain sector. The Economic Council report 
points out that the long-term trend in real grain prices -- the 


price of grain minus inflation -- is downward. 


There are some possibilities for diversifying farm production 


into livestock and new crops. But farmers have to be good 
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managers to take advantage of them. In recent years a larger 
proportion of mixed farms -- producing both grain and livestock -- 


Was sn7O1rficulty than of grain, farms. 


The Council points to management as a scarce resource in Prairie 
agriculture. Overall, it found that "farmers in financial 
difficulties ran their farm operations less efficiently and 
employed their farm resources less effectively than those in 


financially viable and stable situations." 


Although world grain prices have increased significantly in 
recent months, the report indicates this will not solve the 


underlying problems of Prairie agriculture. 


For more information, contact 
Rovercebougldas at (613) 993-2805 
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ECONOMIC ACTION PLAN PROPOSED 


OTTAWA -- The Economic Council of Canada today set out policy 
priorities to prepare Canadians for a more competitive world in 
the 1990s and beyond. 


The Council said in its Annual Review of the economy that its 
three-pronged strategy should include reducing the federal 
deficit, improving the competitiveness of Canadian industry in 
world markets, and building a stronger work force. 


The Annual Review pinpointed the large federal deficit, 
disappointing productivity performance, and inadequate efforts to 
train and develop the labour force as weaknesses which must be 
overcome. 


Without action to deal with these problems, Canadians "will find 
themselves falling behind in the world marketplace of tomorrow, 
despite Canada's rich endowment of natural resources." 


The Annual Review, which marks the Council's 25th anniversary, 
glances back at economic performance over the last quarter century 


Twenty-Fifth Annual Review, Back to Basics, Ottawa, Supply and 
Services Canada (Cat. No. EC21-1/1988E; $8.95 in Canada and $10.75 
in other countries). 
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and looks forward to the key economic, environmental, political, 
and labour force issues in the next 25 years. These issues are 
linked and will require policy makers to take a more wide-ranging 
approach to problem solving. 


While the economy has performed well in recent years, the 
Council report said it is time for a change in the mix of economic 
policy. More stress should be placed on deficit reduction in 
order to reduce the burden on monetary policy. And it also means 


tackling fundamental problems of unemployment and competitiveness. 


The Annual Review cautioned against stimulating the economy at 
this time because it would likely stoke inflationary fires in 
sectors where business is booming and there are skill shortages 
without bringing benefits to the unemployed in regions such as the 
Atlantic provinces and British Columbia. 


Resorting to higher interest rates to dampen inflation would 
probably lead to a stronger Canadian dollar, reduced investment, 
and lower exports. 


So federal and provincial governments must set out to reduce 
their deficits significantly because large deficits reduce the 
room for manoeuvre in economic policy. 


On improving competitiveness, the Council said: 


-- Governments should concentrate on making goods and services 
more competitive internationally through policies that improve 
access to export markets and that promote the use of new 


technologies. 


-- Statistics Canada should consider carrying out a regular 
survey to measure the rate of progress in technological diffusion. 
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-- Industry associations should develop productivity measures 
which would help companies compare their pe Spor ee with 
competitors in Canada and abroad. 


Tied to improving competitiveness is a highly qualified and 
well-motivated work force. Among other things, this means: 


-- There should be greater coordination of the $30 billion 
spent on education and training by federal and provincial 
governments. 


-- More colleges and universities should develop courses that 
meet the needs of industry and workers in their communities. 


-- Industry should improve on-the-job training and work 
organization to develop a more highly skilled and motivated labour 
force. 


-- Workplace-based training has a higher payoff than job- 
creation programs. 


In addition, the Council repeated its support for the Program 
for Older Worker Adjustment which is now being implemented. 


As for the longer term, Canadian policy makers will face 
increasingly tough decisions as major world developments in the 
economy, the environment, technology, politics, and population 
growth become entangled. There are growing links between these 
elements -- for example, environmental damage such as 
deforestation results, in part, from population pressures and from 
economic growth. In turn, deforestation can have an impact on 


population growth and the economy. 
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In addition, Canadian leaders must take account of such trends 
as the spread of economic power from a single nation -- the United 
States -- to a growing number, including those in Europe and the 
Pacific Rim. This reflects the closing of the economic gap 
amongst industrial nations, and between the industrialized 
countries and developing states such as South Korea. At the same 
time, the gap between the richest countries and the very poor 
states is growing. 


In separate comments, Council member Raymond Koskie said that 
the Council should have made specific recommendations on how 
education and skills-training programs should be designed and on 
spending for these programs. 


Council member William Mackness said the Council's 
recommendation on reducing the deficit is unhelpful because it 
"avoids the critical issue of controlling runaway spending on 
transfer payments and universal social programs." 


For more information, contact 
Robert Douglas at (613) 993-2805 
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COUNCIL URGES MORE PRECISE ATTACK ON UNEMPLOYMENT 


OTTAWA -- Unemployment must be attacked with well-targeted 
programs rather than broad economic policies, says the Economic 
Council of Canada. | 


The Council said in its Annual Review of the economy today there 
is evidence that the economy has reached a point where broad 
policies aimed at stimulating growth could fuel inflation in 
already booming areas of the country without lowering jobless 
rates in other regions. 


What is required, the report said, is a better effort to match 
unemployed workers with the right jobs. This means focussing on a 
range of specific programs including manpower training. 


Rapid economic change stemming from oil price shocks and the 
recession of the early 1980s forced manufacturing industries to 


retrench, shedding many workers. 


A lot of these people -- particularly older workers -- were 
unable to move easily into the growing service industries ranging 
from restaurants to high-tech companies. This is reflected in the 
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fact that the number of jobless out of work for a year or more 
grew sharply over the last decade. 


These factors have contributed to a stubborn core of 
unemployment, called "structural unemployment" by many economists. 
This refers to unemployment which cannot be accounted for by the 
normal rise and fall of the business cycle. 


Along with this analysis of changing employment trends, the 
Annual Review takes advantage of the Council's 25th anniversary to 
look at other key issues for the 1990s and beyond. And it calls 
on governments to focus on reducing the deficit, improving the 
competitiveness of Canadian industry in world markets, and 
strengthening the workforce. 


Council analysis, the Annual Review said, shows that there has 
been a steady upward trend in both unemployment and job-vacancy 
rates in the last three decades. 


In probing the reasons for these conflicting trends, the Council 
concluded that a major factor was growing structural unemployment 
arising from the stepped-up pace of change in recent years. 


At the same time, there was more-rapid growth in the service 
industries than in the goods industries, creating a demand for 
skills which many unemployed workers did not have. 


Other findings: 


-- Structural unemployment in provinces depending on commodities 
such as lumber, grain, oil, and fish are higher than that of 
Ontario which has managed to return to pre-1981 levels because of 


its broader industrial base. 
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-- Employment has shifted more rapidly toward service industries 
in British Columbia and the Prairie provinces than in other 
regions. 


-- The rate of long-term unemployment has fallen more slowly in 
Quebec than in Ontario and British Columbia in the last year or 


SO. 


Looking specifically at services, the Council noted that retail 
trade and other low-wage service industries have traditionally 
depended heavily on hiring women and young people. But there will 
be a much smaller pool of women and young people to draw on in 
coming years. 


Already, these industries are facing shortages in booming 
southern Ontario and that is likely to spread across the country. 
The Council suggests firms in these industries may have to improve 
the quality of low-skill jobs by offering higher pay, better 
benefits, and more chances for promotion. Or they may choose to 
hire more older workers. 


As for high-wage industries such as communications and 
information, the demand is for skilled workers in a highly 
competitive, rapidly changing world. In this case, education, 


training, and adaptability are important. 


For all workers, the Council said, "flexibility and adaptability 
are becoming the basic currency of the work force of the late 20th 


century." 


For more information, contact 
Robert Douglas at (613) 993-2805 
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DECEMBER 22, 1988 


MODERATE GROWTH EXPECTED 


OTTAWA -- The Economic Council of Canada expects moderate economic 
growth, a slight decline in the unemployment rate, and little 
change in the inflation rate in the next four years. 


Slower growth in the United States and a fall-off in domestic 
investment -- particularly in housing -- will likely dampen growth 
in 1989 and 1990 but the economy will gather strength again in the 
following two years, the Council said in its Annual Review of the 
economy today. 


Overall, the economy should achieve or even exceed some of the 
new economic objectives set out by the Council in this year's 
Annual Review. But the Council's base-case projections indicate 
that Canada will fall short on four vital targets 
-- productivity, the unemployment rate, inflation, and the federal 
deficit. 


The Council said it designed its new set of economic targets for 
the next four years to "stretch the capabilities of the economy." 


Marking the Council's 25th anniversary, the Annual Review looks 
at key economic issues for the next few years and urges the 
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government to focus on reducing the deficit, improving 
competitiveness in world markets, and strengthening the work force 
through better job training and education and other measures, 


The Council's projections as to what is likely to happen in the 
economy are based on assumptions about economic performance in the 
United States, the impact of the U.S.-Canada free-trade agreement, 
federal tax reform, provincial budgets, and likely interest rate 
policy. Using an econometric model, Council researchers developed 
several possible scenarios ranging from high to low economic 
growth. 


In the case it considers most probable, the Council projected 
economic growth averaging about 3 per cent in the 1988-92 
period -- somewhat lower in 1989 and 1990 ana somewhat higher 
afterwards. 


Slower growth will mean little change in the unemployment rate 
in the next two years and then a small decline to just over 
7 per cent by 1992. The federal deficit as a proportion of Gross 
Domestic Product will decline Slightly but it remains 
disappointingly high despite the Council's assumption of rigorous 
spending control. Productivity growth will be slower than in the 
past five years. 


The inflation outlook is less predictable. There are signs of 
trouble -- soaring housing prices in Ontario and rising commodity 
prices. But the Council expects consumer price increases will be 


contained in the 4- to 5-per-cent range. 


That is partly because monetary authorities are expected to 
adjust interest rates to prevent prices from rising too sharply 
and because competitive pressures will force companies and unions 
to concentrate on cost control and improving quality. 
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The new economic objectives set out by the Council update 
targets announced in 1983. The Council noted that economic 
conditions have changed since 1983 -- for instance, plants were 


operating at less than full capacity five years ago but that gap 
has since closed. 


This country reached the 1983 targets for inflation, 
unemployment, and economic growth but fell short on productivity, 
the deficit, and the objective of regionally balanced growth. 


The new targets, the Annual Review said, are ambitious but 
feasible, pushing Canadians to go beyond the expected in some 
areas. In some cases, such as productivity and social programs, 
they are the same as the 1983 objectives and in some, such as 
unemployment, they are tougher. 


The Council is calling for a reduction in the target range for 
the unemployment rate to between 5 and 7 per cent by 1992, while 
setting a range between 4 and 6 per cent for the longer term. The 
Council is also proposing a deficit goal that is somewhat lower 
than Canada's probable performance. 


For more information, contact 
Robert Douglas at (613) 993-2805 
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f JANUARY 31, 1989 
STUDY DISCOUNTS FEARS ABOUT MULTINATIONALS 
OTTAWA -- A just-released study says economic research throws cold 


water on fears that American multinationals will sharply reduce 


activity “in “this country because of freer trade. 


In fact, the study concludes that Canadian affiliates of 
multinationals "have tended to do better the greater are the 
Opportunities stor international trade." That is based on the 
1966-84 period when international trade barriers declined 
Sidnirreantiy. 


The study, released today, was prepared for the Economic Council 
of Canada by Donald G. McFetridge, a Carleton University professor 
who co-ordinated research on industrial structure for the 


Macdonald Royal Commission on the economy. 


McFetridge's research contributed to an Economic Council policy 
statement last March on adjustment in the manufacturing sector to 


import competition. 


The economist set out to discover how U.S. multinationals 


adjusted to economic change in the 1966-84 period and the impact 


Donald G. McFetridge, Trade Liberalization and the Multinationals, 
Ottawa, Supply and Services Canada (Cat. No. EC22-156/1989E; $5.95 
in Canada and $7.15 in - other countries). 
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this had on Canada. He focused on relocation of plants to other 
countries and on reorganization of production. 


In general, the study found that Canadian affiliates of 
multinationals reacted in much the same way as domestic firms to 


economic developments. 


As well, the Canadian affiliates which seemed to do best in 
maintaining or increasing their employment share in multinational 
companies were also most active in exporting goods. For that 
reason, McFetridge suggested, freer trade should aid these 


Canadian affiliates. 
Among other points in the McFetridge study: 


-- There seems to be little difference between multinational 
firms and domestic companies in closing Canadian plants because of 
economic change. 


~- Over the 1975-79 period, production became more specialized 


torthte scountry: 


-- The employment share accounted for by Canadian affiliates 
dropped in comparison with U.S. parents but increased compared to 
affiliates in other developed countries. This can be partly 
explained by a faster recovery in the United States from the 


recession in the early 1980s. 


-- The largest decline in employment share in relation to U.S. 
parent companies is not in manufacturing but in services, 


transportation and communications, and finance and insurance. 


-- In the manufacturing sector, Canadian affiliates tend to do 


better than their U.S. parents in employment in industries where 
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trade is growing quickly and where there is a high rate of 
research and development. 


-- Canadian affiliates are reorganizing production so that they 
specialize more. Most specialization in Canada under the Canada- 
U.S. free-trade deal is expected to be through reducing the number 
of production stages in plants rather than cutting product lines. 


-- Trade between Canadian affiliates and their parents is 
becoming more balanced overall -- that is, Canadian affiliates are 
exporting more than they did in earlier years. This is not the 


case in some sectors such as the food industry. 


The findings of this study are the personal 
responsibility of the author and, as such, 


have not been endorsed by the members of the 
Economic Council of Canada. 


For more information, contact 
Robert Douglas at (613) 952-2144 
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GRAIN PRICES EXPECTED TO RISE 


OTTAWA -- A new grain market forecast offers some hope to Canadian 
farmers -- world wheat, coarse grain, and oilseed prices are 
expected to rise in the early 1990s. 


The study, carried out by four University of Saskatchewan 
researchers for the Economic Council of Canada, states that the 
demand for oilseeds and oilseed products will probably be stronger 
than for grains in the next few years. 


For that reason, the oilseed canola is likely to become a more 
important crop in Canada. However, palm oil, produced outside 
Canada, is a potential threat to expanded canola markets in the 
1990s. 


The prospects for wheat, the mainstay of the Western grain 
economy, are for an upswing in prices in the early 1990s because, 
by then, demand will be greater than supply. Production of coarse 
grains, such as barley, will stagnate until 1992 when prices will 


Pick up, 


Woon. erurcan, 2. v- Bayri;, Rk. Gray, and Gc. Cc. Storey, Grain Mar er 
Outlook, Ottawa, Supply and Services Canada (Cat. No. EC22- 
153/1989E; $9.95 in Canada and US$11.95 in other countries). 
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The authors note that a major factor in world wheat Supply and 
demand is government policy, particularly in the United states and 
the European Community which have heavy subsidy programs. 


The study, released today, was written by professors H. Furtan, 
2. #%. MBayni and tc. iGe«wtorey.of the Department of Agricultural 
Economics at the University of Saskatchewan in Saskatoon, and by 
R. Gray, an agricultural economist at the University of 
California, Berkeley, California. The research Sontributed to an 
Economic Council of Canada policy statement, Handling the Risks: 


A_ Report on the Prairie Grain Economy, which was made DUBTIC int 


November. 


The study projects to 1995 the outlook for grain production, 
consumption and trade in wheat, coarse grains, and oilseeds for 
Canada, the United States, the European Community, the Soviet 
Union, China, India, and other key producers. 


It includes a most likely case along with high and low 
scenarios, although the authors note that significant changes in 
government policy, technology, and weather conditions could lead 
to quite different results than their base case. 


On wheat, the report says: 


-- Lower-quality feed wheats will account for a growing share of 
the world wheat export market in coming years. Demand for high- 
quality bread wheats, Canada's primary crop, will not be as Strong 


as for feed wheats. 


-- Farm policy in the United States, the biggest wheat exporter, 
has a major impact on the world wheat price. Both the United 
States and the European Community are fighting a farm subsidy war 


which has helped keep the world price low in recent years. 
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-- In Canada, the authors expect wheat production to decline 
Slightly in the 1988-95 period with consumption rising a bie and 
exports dropping fractionally. 


-- There will be little change in production and consumption in 
the United States in the same period and exports will probably 
tail off slightly between 1990 and 1995. 


-- The Common Agriculture Policy of the European Community, a 
tool to subsidize farmers, is unlikely to change much. For that 


reason, production and exports are expected to continue climbing. 


-- World consumption should catch up to world supply by 1990, 
driving up demand and prices. 


Canadian production of coarse grains, such as corn and barley, 
will probably drop in the next couple of years, picking up again 
in 1992. There will be a drop in exports in the short term but 
they also will rise by 1995. 


The world price of coarse grains will strengthen in the early 
L990Gsa5 Grain stocks fall. 


World production and demand for oilseeds and oilseed products 
such as soya beans, canola, flaxseed, and various oils and meals 
is projected to grow steadily. In Canada, exports of oilseeds and 
fats and oils are expected to rise quite strongly in the years to 
1995. 


One of Canada's main customers for canola seed is Japan. But 
that country protects its oilseed crushing industry so that the 


Canadian crushing industry is at a disadvantage in attempting to 
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make inroads into the Japanese market with Sanolavo. : 
result, some crushing plants are in financial trouble. 


tne, Landings. of this study are the personal 
responsibility of the authors and; as ‘such, 


have not been endorsed by the members of the 
Economic Council of Canada. 


As 


For more information, contact 
Robert Douglas at (613) 952-2144 or 
Hartley Furtan at (306) 966-4009 
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STUDY WEIGHS IMPACT OF TAX REFORM 


OTTAWA -- Federal tax reforms may make it less attractive for 
Canadians to save and to put money into new investments, says a 
new research study released today. 


And failure to index the tax system means that a resurgence of 
inflation could undo some of the gains from tax reform, says the 
study, prepared for the Economic Council of Canada. 


On the other hand, the study concludes that the tax reform 
measures in the 1986 federal budget and in the 1987 taxation White 
Paper will lead to a more neutral tax system in some respects. 
That is, there will be less incentive for Canadians to divert 
money from one investment project to another simply for tax 
reasons. 


Butethe authors say that "the tax system will still constitute a 
serious potential source of distortions in investments and saving 


decisions, even after tax reform." 


The report is a revised version of a paper first presented at a 
Harvard University conference in 1987. It was written by 
Michael J. Daly, Thomas Schweitzer, and Pierre Mercier, members of 


Michael J. Daly, Pierre Mercier, and Thomas Schweitzer, The 


Taxation of Income from Capital in Canada, Ottawa, Supply and 
Services Canada (Cat. No. EC22-155/1989E; $5.95 in Canada and 


US57.15.1in other countries). 
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a project group which provided the research behind a Council 
policy statement on taxation of income from Savings and investment 
in 1987. 


The study sets out to compute tax rates on new investment ina 
range of different cases and to evaluate the impact of tax reform 
on investment and savings in Canada. 


The authors note that marginal effective tax rates -- the acta | 
tax rates on income from new investments -- have been rising since 
1985 as a result of tax reform. That tends to discourage saving 
and investment in the economy as a whole, which are important 
factors in revamping industry in the changing world of free trade. 


As well, inflation could raise the marginal rate in some cases 
and lower it in others, creating a greater variation in rates than 
before. This would work against recent tax reform measures aimed 
at making the system more neutral. 


"Indexation ought to be viewed as a worthwhile insurance POMLCy 
against the damaging ramifications of a renewed outbreak of 
inflation," the authors say. 


In general, there seems to be some inconsistency in the 


principles behind the tax reform changes, the report says. 


For instance, measures to broaden the tax base fit well with a 
system of annual income taxation while the lifetime capital gains 
exemption and changes to registered retirement savings plans are 


steps toward taxation of income earned over a lifetime. 


"The only prospect for-a fair and efficient tax-system is to 
adopt one that is based on a small set of clear and consistent 
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principles and that departs from them only in a limited number of 
Clearly defined ways." 


While the 1986 budget measures and the 1987 reform proposals 
move toward a more neutral tax system, there are still some 
important shortcomings, the repore suggests. 


For example, firms will still be able to write off certain 
assets for tax purposes long before the end of their economic 
lives. And federal Stacucory tax rates will still vary according 
to the size and nature of a company's production activity. 


They suggest governments should take further steps to make the 
tax system more neutral. And they outline two ideal systems that 


policymakers could aim at in designing improvements. 


One would involve such measures as capital cost allowances that 
reflect true economic depreciation, indexing inventory costs, and 
complete indexation of personal exemptions, deductions, and tax 
brackets. 


The other would be a cash-flow system for corporate and personal 
income taxes. The corporate tax base would be simply the 
difference between a firm's sales receipts and the money it spends 
acquiring goods and services. The personal tax base would be the 


difference between an individual's receipts and saving. 


The findings of this study are the personal 
responsibility of the authors and, as such, 
have not been endorsed by the members of the 
Economic Council of Canada. 


For more information, contact 
Robert Douglas at (613) 952-2144 
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FREE TRADE IN GRAINS FACES OBSTACLES 


OTTAWA -- Consumers and taxpayers in Canada and many other 
countries would gain from freer world trade in grains, say three 
University of California researchers. 


But, many farmers will not do as well, say the researchers ina 
study released today. And that is a major stumbling block in the 
path of an international free-trade agreement on agriculture. 


So the study also looks at alternative strategies for Canadian 
policy makers if current efforts at ending grain trade subsidies 
and removing protectionist barriers should fail. Agricultural 
issues are an important item in the Uruguay Round of negotiations 
under the General Agreement on Tariffs and Trade (GATT). 


Above all, Canadian policy should be flexible because 
uncertainty is a hallmark of the international grain trade, say 
authors Colin Carter, Alex McCalla, and Andrew Schmitz. Carter 
and McCalla are agricultural economists at the University of 
California at Davis and Schmitz is at the University of California 


at Berkeley. 


Colin Carter, Alex F. McCalla, and Andrew Schmitz, Canada and 
International Grain Markets: Trends, Policies, and Prospects, 
Ottawa, Supply and Services Canada (Cat. No. EC22-158/1989E; $9.95 
in Canada and US$11.95 in other countries). 
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Their research was commissioned by the Economic Council of 
Canada but the conclusions are those of the researchers. A 
Council policy statement on the Prairie grain economy, which was 
published in November, drew, in part, on this research. Another 
study on the grain market outlook for Canada and other major 
grain-producing nations was released by the Council in February 
this year. 


The Carter-McCalla-Schmitz study traces trends in the global 
grain trade, evaluates government intervention in grain production 
and trade in various countries, and weighs future prospects with 
and without multilateral free trade. The study also looks at the 
potential impact of free trade in agriculture in one particular 
case, Japan. 


Government policies, such as subsidies and import measures, are 
a major factor in the world grain trade, the study says. By 
subsidizing their grain sales, grain-exporting countries are 
actually giving money to importing nations, among the most 
important of which are Japan and the Soviet Union. The study 
indicates freer trade would lead to higher prices and greater 
price stability. 


The authors conclude that Canada stands to gain proportionately 
more from global free trade in agriculture than the world's 
leading grain exporter -- the United States -- and an important 
importer -- Japan. 


They arrive at this conclusion by looking at gains and losses 
for taxpayers, consumers, and farmers in the United States, Japan, 
the European Community, and the rest of the world. 


Taxpayers in all countries lose under the current system of 


subsidies and import barriers. So they would benefit if these 
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were removed. Consumers in Japan would gain more than in other 
countries because high retail prices artificially created by the 
Japanese government would fall. 


Canadian farmers have lost money because of global trade 
barriers while European, Japanese, and American producers have 
gained, says the study. Subsidies in the European Community and 
the United States have been higher than in Canada while import 
measures protect Japanese farmers. 


The authors note that there may be different reactions among 
Canadian farmers to dropping agricultural trade barriers. For 
instance, supply management boards are more important in eastern 
Canada than in western Canada so most eastern farmers may oppose 
freer trade while their western counterparts may favour it. 


"Who, then, will Canadian negotiators negotiate for? Will it be 
for wheat, broiler, or dairy farmers; the consumer; or the 
taxpayer?" 


It is this difficult political issue which faces governments in 
many grain-exporting countries. For this reason, the authors are 
cautious about chances of success in wiping out agricultural trade 
barriers in the current round of GATT talks. Farm groups opposed 
to freer trade are powerful in several countries. 


One option would be to rely more on long-term bilateral 
agreements. Canada has already followed this route as a growing 
share of Canadian grain exports have gone to Soviet Bloc 
countries. But the study says that this does not avoid price- 
cutting competition as Canada competes with the United States 


which subsidizes its grain exports. 
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Another approach would be for grain exporters to cooperate on 


grain stocks and supplies, a step that could run counter to GATT 
trade principles. 


In general, Canada's grain farmers depend more heavily on 
exports than producers in other major competing countries. This 
country also lacks the financial resources to sustain a subsidy 
war with leading grain exporters. 


This means that "there may be no action that Canada can take to 
turn the situation around, except perhaps to try to influence the 
policy choices of other nations," says the study. 


Ultimately, "cooperative or multilateral approaches are critical 
to Canada." Future policy should be flexible and should contain 
options. 


The findings of this study are the personal 
responsibility of the authors and, as such, 
have not been endorsed by the members of the 
Economic Council of Canada. 


For more information, contact 
Robert Douglas at (613) 952-2144 
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REGULATORY DIFFERENCES PROBED 


OTTAWA -- What should be done to deal with the Clashing interests 
of consumers, taxpayers, and privately owned utilities? 


A quick answer is regulation. But a just-released study by a 
Queen's University professor makes clear that there is more Coma 
than that because regulation of utilities has developed in 
different ways in Canada and the United States. 


And the approach in this country has varied from nationalizing 
private companies to creating regulatory commissions. 


Baldwin's research on water, gas, electricity, telephone, and 
transportation utilities was supported in part by the Economic 
Council of Canada but the conclusions are his. The research 
helped contribute to a Council report on public enterprise which 
was made public in 1986. 


In general, regulation can include relying on vigorous 
competition in the marketplace, or public enterprise, or various 


kinds of regulatory tribunal. 


John R. Baldwin, Regulatory Failure and Renewal: The Evolution of 
the Natural Monopoly Contract, Ottawa, Supply and Services Canada 
(Cat. No. EC22-157/1989E; $11.25 in Canada and US$13.50 in other 


countries). 
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The Baldwin study shows that the type of regulation chosen over 
the years depended on particular economic problems, and the nature 
of the constitutional, legal, and political systems across Canada 
and in the United States. 


Comparing Canada and the United States, it says that differences 
in regulation are linked to the different legal and constitutional 
systems in the two countries. 


In the United States, private companies had a larger role in 
water, gas, electricity, telephone, and transportation services 
than in Canada. Governments eventually moved to control virtual 
private monopolies through tribunals to ensure that private 
companies received fair profits and consumers fair prices. 


In Canada, public enterprise was used more frequently and 
regulation did not evolve to the same extent in the early part of 
the century. 


Baldwin points out that the economic problems in the utility 
sectors were basically the same in both countries. The early form 
of regulation was a long-term franchise contract between utilities 
and consumers. 


But by the turn of the century, this was no longer adequate. 
Among other reasons, competitors had vanished by the time 
contracts were to be renewed and the threat of competing bids 


could no longer be used to keep prices down. 


Baldwin notes that the constitutional protection given to 
private property differed in the two countries and contributed to 


quite different solutions. 
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In the United States, constitutional protection for private 
property led to active regulation by tribunals or commissions. 
Canada did not have the same protection so it adopted a broader 
range of approaches. 


In some cases, the lack of protection for private property in 
Canada during renegotiation of franchise contracts led to 
government nationalization and expropriation without compensation. 
Baldwin details the federal takeover in the railway sector and the 
creation of Ontario Hydro as cases in point. 


In some cases, utilities were left virtually unfettered for 
decades -- Quebec and British Columbia were examples. Ina few 
instances -- Nova Scotia, New Brunswick, and Alberta -- the 
American form of regulatory tribunal was adopted even without the 
U.S. system of constitutional protection for private property. 


Looking at reasons for different solutions across Canada, the 
study indicates federal-provincial conflicts over Jurisdiction 
sometimes influenced the choice. Manitoba's need to nationalize 
the telephone industry and its foray into public ownership of 
hydro-electricity are cases in point. 


In other cases, there were significant differences in the public 
demand for regulation which influenced how strongly the provincial 
government intervened. Here the study compares Ontario and 


Quebec. 


The study concludes by pointing out that the same problems that 
faced governments at the turn of the century are with us today and 


are no less easy to resolve. 
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Regulation involves a contract between the public and private 


parties. Writing and enforcing the terms of a fair contract are 
still major issues. 


The findings of this study are the personal 
responsibility of the author and, as such, 
have not been endorsed by the members of the 
Economic Council of Canada. 


For more information, contact 
Robert Douglas at (613) 952-2144 
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COUNCIL PROPOSES STEPS TO IMPROVE FINANCIAL SYSTEM 


OTTAWA -- The Economic Council of Canada today proposed steps to 
strengthen Canadian financial firms and to improve financial 
services in a fiercely competitive world marketplace. 


Canadian borrowers -- particularly governments and major 
corporations -- are plunging aggressively into international money 
markets which are changing with bewildering speed, said the 
Council in a policy statement. In fact, Canadians now borrow more 
on international markets as a share of Gross National Product than 
do citizens of other major industrialized nations. 


Major borrowers and investors are benefitting from the trend to 
a more global marketplace and to new financial services. But the 
Council has found that small and medium-sized businesses have not 
yet reaped the same gains. 


The Council also discovered that Canadian banks and securities 
firms have been losing ground in comparison to their leading 
competitors from other countries in these rapidly growing 


international markets. 


A New Frontier: Globalization and Canada's Financial Markets, 
Ottawa, Supply and Services Canada (Cat. No. EC22-160/1989E; $5.95 
in Canada and USS$7.15 in other countries). 


2a es 

ot aqecs beacgorg apes shared to iisawob pimoneok eat =, 

fetonsnt? evengml of bre entit istonent? asiiennd nent 
-emeigqvedtem Bltow ovisitaquos yieoset. a mt 


y 


<< 
sot it Deus stnaarisvop yitsiucivzsa -= sxsworxod _nelbsas> 

yerom [ane eanvetel ofnt vievlessipps paipnuiq sxe <= 2fto. tC 
na? Bise ,boegs ontish lived itiw pilpnads ots fioldw 

gseom wotied wod SAetbensd ,3Jor5 at .Sneestste yolloq s ah 
‘ tett togbort ‘Lenolitsi esr to aiada 5. en atodten (onottecxednk tx 
arolte: besilelrzapbrt sotem 19A30 to anentoheele 

= (a 

ot bhexd ett movt paissitened sie sro2eeval bas axeworyod cots a 
siz tue asoiveee Lelonseart wer ot Dias sosiqvedtea ladolp a 
eaontaud besle-mutben bas Lisie Jet bavot asi I: i i 
.eclsep omse edd baqses 


{4 
0 
ot 
ty. 
~ 
> 
ped 


iavoer bos attasd nslbsena® tod2 borevooelb oais Lionve? 
~tibsel sie@Z oF moelteqaom ai bavete eniaol need evan 
onlwotp yibigqs+ eaeds at relizasoo sternso mets ezort 
.etedisa lenolsas 


cerees & e*sbecs) bo¢ oc ado ‘ 
BI-SS03 .of 28D) sabansD esoivis2 bats ‘lade 
. teelstinsen szofto al ef. eau brs. 


!) 
% 
ts 
bel 
mo. 
: 
ays 


The Council's Statement stressed the benefits to Canadians of 
the more competitive financial markets and the innovative 
services. At the same time, it noted that the solvency and 
stability of Canadian financial firms must be maintained. 

Sweeping change in financial markets has made it increasingly 
difficult to keep track of financial transactions, posing problems 
for regulators. 


With these findings in mind, the Council outlined measures to 
achieve a balance of competition and solvency at both the domestic 
and international levels. 


The Council's policy statement is based on extensive research on 
international financial markets and will be followed later this 


year by a report elaborating on the research findings. 


Among the Council's findings and recommendations: 

-- Federal and provincial governments should "harmonize" their 
regulations -- make rules in different jurisdictions compatible. 
Harmonization would mean agreement among federal and provincial 
governments on basic solvency standards while continuing to allow 
for differences of approach in specific areas. This is important 
to improve supervision and to enable Canadian financial firms to 


become more competitive internationally. 


-- An organization of federal and provincial regulators should 
be set up to help achieve this harmonization and to coordinate 
Supervision of financial firms including improved sharing of 


information. 


-- One of the most dramatic developments in financing in recent 
years has been a substantial shift from traditional bank lending 
to "securitized" forms of lending such as bonds, notes, short-term 
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paper, and the packaging of loans into securities pools. 
Securitization has a variety of benefits ranging from making more 
funds available to borrowers -- often at a lower cost =-= to 
helping financial firms diversify their assets. 


-- Canadian governments should create a climate where 
innovations in financing could flourish. 


-- This should be done by: modifying legislation to remove 
barriers to new services; actively informing small and medium- 
sized businesses about these innovations; and encouraging the 
development of a market for securitized business loans by 
packaging commercial loans into securities pools. The Federal 
Business Development Bank should play a role as catalyst in 
developing these pools. 


-- Canadian financial institutions should be required to report 
transactions that have not been included on their balance sheets. 
If requested, they should provide information on the other parties 
to deals in such new services as "swaps" where a borrower or 
lender may make a series of transactions to get the right mix of 
payment terms. 


-- Because of the shift to securities dealing from traditional 
bank lending, financial institutions have become relatively more 
subject to "position risk" -- the risk that they will be hurt by a 
change in interest or exchange rates -- than to "credit risk" -- 
the ‘risk of failure of the other party toa deal. 


-- Regulators should set up methods of monitoring the position 
risk of financial institutions. As well, they should establish 
Capital requirements for these institutions that take into account 


all the credit and position risks they have assumed. 
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-- The exploding growth of international financial markets has 
increased problems for regulators trying to maintain the solvency 
and stability of the financial system. It is harder for them to 
follow international transactions. And new financial instruments 
are often not included on balance sheets because they are not 
considered assets or liabilities under conventional accounting 
techniques. 


-- Canadian authorities should play an active role in developing 
and implementing international accounting standards; in 
cooperating with other countries in generating better information 
on international financial deals; and in improving international 
coordination in supervising financial firms. 


~- To strengthen competition, foreign financial firms should be 
allowed into all segments of the Canadian financial system as long 
as Canadian firms are allowed into the foreign country on the same 
footing as local institutions. 

-- Nonfinancial firms should not be allowed to have large stakes 
in the ownership of deposit-taking institutions such as banks and 
trust companies. Investors with commercial interests who already 
have a majority stake in such institutions would be allowed time 
to reduce their ownership to a minority role. 


-- Canadian banks and securities firms have managed a declining 
Share of the important Euro-bond market in recent years. In terms 
of assets, Canadian banks account for a smaller share of the 


international pie than they did in the early 1980s. 


-- Legal limits on foreign investments by pension funds should 
be gradually removed. The current rule imposes a special tax on 
pension funds when their investments abroad amount to over 10 per 
cent of their total assets. This is costly to the pension funds 
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and their members because the funds can't get the highest rate of 
return on their investments. 


The Council also outlined other findings and proposals, among 
them suggestions for improving financial safety nets for financial 
institutions. 


The entire Statement was endorsed by all Council members except 
for a dissent by Council member Tom Courchene to the 
recommendation on ownership of financial firms by nonfinancial 
companies. His view was supported by Council member Marcel Pepin. 


For more information, contact 
Robert Douglas at (613) 952-2144 
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COUNCIL ISSUES WARNING ABOUT ECONOMIC FUTURE 


OTTAWA -- Canadians risk leaving their children a leaner economic 
legacy than they inherited if current trends continue, says the 
Economic Council of Canada (p. 4)*. 


The Council notes in its 26th Annual Review of the economy, 
released today, that slow productivity growth, a heavy national 
debt, an aging population, and environmental damage are all 
warning signs for the future. 


Workers have seen a levelling-off in real wages in the last 
decade after rapid growth in the 1960s and 1970s (p. 33). And) the 
Council projects little improvement in the next 10 years: (p. 26). 


Among steps to improve the outlook, the Council suggests 
measures to lift some of the debt burden from the backs of 
Canadians by balancing the federal budget years ahead of current 
forecasts (pp. 28, 67-69). And it stresses the need for greater 
effort to make Canadian industry more productive and competitive 
(pp. 4, 10-16, 64-65, 69). 


While attacking these problems, governments should not allow 


public services to deteriorate. And they should deal with 


Twenty-Sixth Annual Review, Legacies, Ottawa, Supply and Services 
Canada (Cat. No. EC21-1/1989E; $8.95 in Canada and USS$10.75 in 
other countries). 
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economic incentives which influence actions by businesses and 
individuals (p. 61). 


Other important points: 


-- Simulations of the aging Canadian population show that the 
proportion of Canadians aged 65 and over will double or tCriplein 
the next 50 years while the working age group will steadily 
decline to 50 per cent from 60 per cent (p. 54). Canada will have 
to boost productivity growth so that incomes will climb to cover 
rising health and pension costs (p. 56). 


-- An average young family under age 25 in 1987 had a real 
income that was 14 per cent lower than that of a similar family a 
decade earlier. This underlines the fact that younger workers 
have generally fared worse than older workers in recent years 
(PDs 3 9=37.). 


-- There is evidence that middle-level, middle-income jobs are 
taking a declining share of the job pie with employment growth 
primarily in high-income or low-income, low-skill positions. As 
well, there is a growing trend toward short-term jobs and part- 
time work which may make it difficult for many young and middle- 
aged workers to build an adequate pension (pp. 37-59). 


-- Economic growth is expected to average about 2.7 per cent 
over the next 10 years with slightly higher figures in the first 
half of the decade. The unemployment rate will likely fall 
gradually during that period. Inflation is expected to range 
between 4 and 6 per cent, except in 1991 when the goods and 


services tax is to be introduced (p. 26). 
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-- While there has been progress in dealing with pollution, it 
"appears pitifully small" compared to major global environmental 


hazards (p. 59). 


The report was endorsed by the majority of the 21 members of the 
Council board. Diane Bellemare and Marcel Pepin dissented and 


William Mackness added a comment (pp. 71-72). 
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HIGHLIGHTS OF THE TWENTY-SIXTH ANNUAL REVIEW 


THE DEFICIT 


If the United States takes action to reduce its deficit, a 
parallel package of spending cuts amounting to $4.6 billion and 
lower interest rates could wipe out the federal deficit in 
Canada by 1994. The inflationary impact would be minimal. 

The suggested spending cuts are examples only, but reductions 
should cut deeper into business subsidies than in other 
programs (p. 69). 

With no change in policy, the budget would not be balanced 
mnt 71998) or 1999 (p. 23). 

As part of a bundle of economic targets, the government should 
aim at reducing the deficit to 1.5 per cent of Gross Domestic 
Product by 1993 -- it now stands at 3.6 per cent. It is the 
one change from the Council’s 1988 targets for the economy 

(pp. 67-69). 

Other targets deal with growth in productivity, employment, and 
Gross Domestic Product; the rates of inflation and domestic 
Savings; preserving the objectives of social programs; and 
achieving regional economic balance (p. O7) x 

The government has such a heavy debt to pay off that it has 
virtually no room for additional spending programs. Yet future 
demands on the federal treasury will be substantial as the 
population ages (p. 67). 

The federal cabinet should take a carefully balanced approach 
to reducing the deficit. Falling interest rates, for example, 
could offset any dampening effects from cutting government 
spending. And Canada should speed up its efforts to reduce the 
deficit if the U.S. budget situation improves (p. 69). 
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POPULATION CHANGE AND PRODUCTIVITY GROWTH 
ERR VI TY GROWTH 


Industry must become more productive if Canadians are to 
increase incomes, cover the costs of an aging population, and 
meet other demands in the next 50 years. 

"... if the productive potential of the economy does not expand 
to cover the increased needs of the elderly ... future workers 
will have to lower their consumption or reduce the public and 
private investment that adds wealth to society, and they will 
have to pass the costs on to their offspring’ ( p.*555n” 
Productivity will have to increase more quickly than the 
current average rate of about 1 per cent a year to ensure that 
living standards of workers and pensioners continue to rise 
(pp. 52-56). 

The Economic Council of Canada presents population simulations 
including a base -- or most likely -- case and high- and low- 
growth cases involving different assumptions about birth and 
immigration rates (p. 52). 

The simulations show that the elderly will account for anywhere 
between 23 and 37 per cent of the population in 2040, up from 
just 11 per cent in 1988. At the same time, Canadians of 
working age will decline to about 50 per cent from 60 per cent 
now (pp. 52-54). 

Productivity growth in Canada has slowed considerably since the 
1960s when it averaged 3 per cent annually. In fact, Canadian 
manufacturing productivity levels now lag behind the United 
States, West Germany, France, and Italy (pp. 12 and 63). 
Economists cannot agree on the causes of the world slowdown in 
productivity growth. But ultimately management in the public 
and private sectors must "take the initiative in adopting the 
new technologies and in training and organizing the work force 


so that it may use them effectively (p. 64)." 
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INCOMES AND JOBS 


Incomes have risen faster for older Canadians than for younger 
workers in recent years (p. 35). 

Overall, real wages -- actual wages minus inflation -- have 
remained flat over the last decade for working Canadians. 
Family earnings have risen because more family members are now 
employed than a decade earlier (p. 33). 

While average earnings have virtually stood still, older 
Canadians have seen their economic lot improve because of 
increased pensions or investment income (pp. 34-35). 

Real incomes of individuals over age 65 have climbed 38 per 
cent in the last 10 years. As well, the proportion of 
individual Canadians over 65 who are below the poverty line has 
failen dramatically (p. 35):. 

As the other end of the spectrum, a young family under age 25 
had a real income in 1987 that was 14 per cent lower than that 
of a similar family a decade earlier (p. 35). 

The labour market has changed significantly with middle-income 
jobs shrinking in relation to high- and low-income jobs 

(p- 37). As well, 97 per cent of new jobs in the last decade 
were in white-collar, service industry-type occupations -- 
often lower-paying than blue-collar jobs in manufacturing 

(pp. 37 and 40). 

While employment has grown faster in Canada than in most 
industrialized countries in the 1980s, there is continuing high 
unemployment outside Ontario. And there are a growing number 
of "disguised unemployed" -- those who would rather work full- 
time but can only find part-time jobs (pp. 38-39). 

"Canadians with good jobs at the low-income end of the scale, 
their savings and vested pensions fuelled by high interest 
rates, can look forward to a relatively affluent retirement but 
for those currently in low-paying, entry-level jobs that have 
limited career prospects, the future may be bleaker (p. 46)." 
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For more information, contact 
Robert Douglas (613) 952-2144 


* Page references are to Legacies, the text of the 26th Annual 
Review of the Economic Council of Canada. 
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News Release <ery, Communiqué 
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FOR RELEASE ON 


PR90/01 JANUARY 10, 1990 
SPEED UP REFORM OF FINANCIAL REGULATION: MAXWELL 
OTTAWA -- Canadian governments should accelerate reform of 


financial regulation because delay is costly, says Judith Maxwell, 


Chairman of the Economic Council of Canada. 


Maxwell said today that Council research makes clear that Canada 
is being left behind as changes abroad in financing techniques and 


financial legislation transform international financial markets. 


Council research, made public in a report released today, 
indicates that innovative methods of financing and a strengthened 
financial system bring benefits to financial firms, borrowers, and 
the economy as a whole. These benefits range from cost savings 
for borrowers and lenders to greater financial stability. 


Delays in reforming the domestic system to permit greater 
flexibility and to bolster solvency simply deprive Canadians of 


these gains, the Council Chairman noted. 


She added that the Council made public a report on reforming 
domestic financial legislation in 1986 at a time when new federal 


legislation was expected. Federal reforms were still pending when 


Globalization and Canada’s Financial Markets, Ottawa, Supply and 
Services Canada (Cat. No. EC22-162/1989E; $15.90 in Canada and 
USS19:.15) in other countries. ) 
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the Council issued a policy statement on international financial 
markets in June 1989, and they have yet to be introduced. 


The just-released research report, Globalization and Canada’s 
Financial Markets, provides the detailed research findings behind 
the Council’s June policy statement. 


Among the report’s findings: 


-- Inconsistent regulation by federal and provincial agencies 
imposes costs on financial firms operating under more than one 
jurisdiction. And lack of cooperation among agencies may increase 
risks that financial firms will go bankrupt because regulators are 
not well enough informed on the firm’s dealings. 


-- New methods of financing such as currency and interest rate 
Swaps lower borrowing and production costs for firms and make them 
more competitive in world markets. Swaps permit borrowers to 
obtain the interest rate or currency they want through exchanges 


with other borrowers on financial markets. 


-- The packaging or mortgage and commercial loans into pools of 
securities that are sold to investors is an innovation which 
improves borrowing for smaller firms and makes them more 


competitive. 


-- On the other hand, some cost-saving financial innovations 
increase the riskiness of the financial system and could 
potentially impose costs on ordinary Canadians unless measures are 


taken to improve regulation. 


For more information, contact 
Robert Douglas (613) 952-2144 
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EMPLOYMENT POLICIES PROPOSED \Z, 


~~, 


OTTAWA -- Current trends point to a continued shift toward service 
industry jobs, an increased demand for highly-skilled workers, and 
more short-term and casual employment in the 1990s, Says the 


Economic ‘Council “of Canada, 


the ;Councilesaid <inmva policy statement released today it also 
expects good, well-paying jobs will continue to be concentrated in 


large cities, a trend that could widen regional disparities. 


As well, there could be a growing gulf between high-paying and 
low-paying jobs with fewer middle-income positions. Research 
indicates there has been a Steady increase in high-skill, high-pay 
and low-skill, low-pay jobs and a decline in middle-level 


employment. 


Judith Maxwell, Chairman of the Economic Council of Canada, said 
these trends will create increased pressure for an improved 
education system and better skills training. It also raises 
Serious policy questions about such factors as labour adjustment 


policy and benefits for casual and part-time workers. 


Good Jobs, Bad Jobs: Employment in the Service Econom , Ottawa, 
Supply and Services Canada (Cat. No. EC22-164/1990E; $5.95 in 
Canada and USS$7.15 in other countries). 
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"Canadians must deal with these issues," Maxwell said. "If we 
don’t, we stand to lose ground in world markets and more of our 


workers will face an insecure future." 


The policy statement, based on research on employment in the 
service sector, urges the federal government to transform the 
Unemployment Insurance Fund into an Employment Insurance Fund, 
placing greater stress on skills training and counselling for 
unemployed workers. And there are a range of other proposals 
including one calling for private sector efforts to set up 
sectoral training plans in industries where individual firms have 


nO Strong training tradition. 


While the overwhelming majority of the 23-member Council 
approved the policy statement in its entirety, there were 
additional comments by Council members Peter Brophey, Chester 


. Johnson and Graham Wilson who took issue with some aspects. 


POrsmOLe .ncoOrmation, contact 
Robert Douglas (613) 952-2144 


ota nai 

ext? ree ha Ps 

bat eomesuenT ine 

7oY eithiwenves bas pained aLLiie no asea7 308 
teedueng’ 28470~%e ee Siie = Se 
ge dan St SzwoSe sezeme enlebag 40% paltige esol 

ave era dati etbad exodw soizzeubat “nt nawlq priniest par 


Lsongies socineom-£ 5 ely To yonaot am pahutedontinnn ent <tiada 
ete wants watttae eth od sitemedsss yoliog ed? bevomgge. 
2e7esnd) radon tege% syedmem {Lonvod yd) sarenmos fenotatbbe | 
.S90eqes same iitiw euwal Joos ‘odw nod liW madaxe One dosndet : 

14 = a Me 


906/105 -noksomrotni axom 209 
‘PelS-S2e (E10) eeloued azecden 


Economic Council Conseil économique her 


(© 


of Canada du Canada I. 
P.O. Box 527 C.P.527 . 
Ottawa, Ontario Ottawa (Ontario) 

K1P 5V6 K1P 5V6 


News Release Communiqué 


CR | 
jek 
— bb 
PR90/3 FOR RELEASE ON 
APRIL 57 11990 
CANADIAN FIRMS FIGHT BACK 
TORONTO -- Canadian manufacturing firms typically react to 


increased pressures in world markets by fighting back rather than 
Surrendering, says a new study by Harvard University professor 


Richard Caves. 


The Caves study, released in Toronto today, concludes that 
Canadian firms tend to adjust to increased foreign competition by 
reorganizing production to become more efficient. These firms use 
a variety of economic tools ranging from stepped-up investment to 


moving into a new product line and increasing exports. 


Overall, the study paints a picture of a dynamic manufacturing 
sector active in international markets and ready to respond to new 
challenges. It rejects the theory that Canadian manufacturers are 
only able to survive because of high tariff walls shutting out 


foreign competition. 


The ground-breaking research on the way Canadian firms react in 


the short run to changes in international competition was carried 


Richard E. Caves, Adjustment to International Competition: Short- 
Run Relation of Prices, Trade Flows, and Inputs in Canadian 
Manufacturing Industries, Ottawa, Supply and Services Canada 
(EC22-165/1990E; $6.50 in Canada and USS$7.80 in other countries). 
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out for the Economic Council of Canada’s project on the Canada- 
U.S. free-trade agreement. The Council issued a policy statement 
on the free-trade agreement in 1988. 


"My findings suggest that Canadian manufacturers, in general, 
should respond well to increased competition under the free-trade 


agreement," said Caves in releasing his study. 


The Caves study is the first to look at the impact on individual 
Canadian manufacturing industries of Changes in world prices and 
foreign competition. The Harvard professor used 1970s data, the 
most recent available to him when he carried out his research. In 
the 1970s, Canadian firms faced a couple of world energy price 


crises and tariff reductions under the Tokyo Round. 
Among Caves’ conclusions: 


-- An industry facing increased competition from imports in the 
1970s tended to boost its own exports, although this depended 
largely on freer trade in that industry worldwide. For example, a 
manufacturer confronted by competition from a foreign firm in a 
particular line might react by moving into a different line and 


exporting. 


-- Tariff reductions led to changes within Canadian 
manufacturing industries involving greater capital spending and 


higher labour productivity. 


-- Industries with a wide variety of different products reacted 
more slowly to changes in prices of competing imports than did 


Other industries with a narrow range of products. 


-- The tendency to adjust in the face of foreign competition was 


Strongest in industries where foreign subsidiaries played a strong 
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role. But both domestic and foreign units took part in the 
changes. 


For more information, contact 
Robert Douglas (613) 952-2144 


The findings of this study are the personal 
responsibility of the authors, and, as such, 
have not been endorsed by the members of the 
Economic Council of Canada. 
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STUDY OFFERS NEW LOOK AT INDUSTRIAL CHANGE 


OTTAWA -- A research report, released today, offers new insights 
into industrial change and questions designing policies to protect 


specific industries. 


The study, carried out by economists John Baldwin and Paul 
Gorecki, finds that the small number of jobs that seem to shift 
from one sector of the economy to another every year masks much 


more extensive change. 


The authors conclude there is considerable turnover of workers, 
firms, and plants, particularly within industries. There is also 
movement from one industry to another which can become significant 


Over a period of years. 


In manufacturing, at least 30 per cent of jobs that existed in 
1971 had disappeared by 1981 because of plant decline and closure. 
But the number of jobs gained because of plant expansion or new 


plants was substantially higher. 
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John R. Baldwin and Paul K. Gorecki, Structural Change and the 
Adjustment Process, Ottawa, Supply and Services Canada (EC22- 
166/1990E; $20.95 in Canada and US$25.15 in other countries). 
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As well, turnover in jobs and workers in industries facing tough 
import competition -- textiles, clothing, and KnLetingye in 
particular -- was much the same as in manufacturing as a whole. 
The authors used two main data bases -- one on the creation and 
destruction of jobs and another on the reasons for employees 
leaving employers. 


Baldwin and Gorecki say that previous studies, which took a less 
comprehensive look at these issues, underestimated the amount of 


change. This gives a sense of stability that is often inaccurate. 


They say policymakers need benchmarks against which to gauge the 
impact of changes in tax or trade policies. Without a good 
understanding of industrial change, there is a danger that 
"expensive solutions to imagined problems will be developed, thus 


leaving the real problems unsolved." 


If a large portion of the work force is constantly moving from 
one job to another for a variety of reasons, it is hard to 
pinpoint a particular cause for layoffs due to plant closures -- 
say, tougher foreign competition -- and design policies targeted 


at specific groups or industries. 


Based on their findings, the authors suggest that governments 
should focus on overall policies that promote the growth of all 
industries rather than attempting to shore up a particular 


troubled industry. 


Baldwin, an economics professor at Queen’s University, is 
currently of a visiting fellowship at Statistics Canada and 
Gorecki, a senior economist at the Economic Council of Canada, is 


On secondment to Statistics Canada. 
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Their work was launched as background research for a Council 
policy statement in 1988 on adjustment for manufacturing 
industries faced with strong foreign competition. The research 


was supported by the Council and Statistics Canada. 


The research breaks new ground in that it ties together material 
on the rise and fall of firms in industry and information on the 
reasons for workers leaving their jobs -- voluntary or forced. 


It looks at these issues from a number of angles: 
-- Job loss through plant closures and decline; 
-- Job gain through plant openings and expansions; and 


-- Workers leaving jobs through layoffs or their own choice. 


While the study focuses mainly on manufacturing, it also 


provides detailed information on other sectors of the economy. 


For more information, contact 
Robert Douglas (613) 952-2144 


The findings of this study are the personal 
responsibility of the authors, and, as such, 


have not been endorsed by the members of the 
Economic Council of Canada. 
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COUNCIL OUTLINES LOCAL DEVELOPMENT PROPOSALS 


OTTAWA -- Proposals aimed at bolstering economic-development 
efforts initiated in small communities were made public today by 
the Economic Council of Canada. 


the Council stated that people banding together at the local 
level to promote community economic development "can make a real 
difference" in many places across the country. Local residents 
are often in a better position to judge the economic problems and 
possibilities of their communities than are federal or provincial 


bureaucrats. 


For that reason, the Council sets out guidelines for federal and 
provincial policies to encourage decision-making and self-help 
through local development organizations (LDOs). These would not 
replace broad regional development programs and would not involve 
extra government spending. Federal and provincial governments now 


Spend about $230 million on community development programs. 


Communities set up local development organizations to improve 


their capacity for development. LDOs can have a wide range of 


From the Bottom Up: The Community Economic-Development Approach, 
Ottawa, Supply and Services Canada (EC22-170/1990E; $4.95 in 
Canada and USS$5.95 outside Canada). 
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activities, such as providing better business information and 


training local people. They have also launched business ventures. 


In designing its policy guidelines, the Council stressed that 
"local development approaches do not work economic Magic" -- they 
can only work where there is potential for growth. And the basic 
strategy in community development should be to make the market 


work. 


One key proposal is that government assistance for communities 
should be channelled into setting up LDOs and enabling them to 
create information networks, train people, and seek out market 
Opportunities. LDOs’ business ventures should be funded by 


existing business assistance programs. 
Among other proposals: 


-- Local development organizations should be required to make 
some commitment of their own resources before gaining federal or 
provincial support. This commitment will help governments select 


the communities to assist. 


-- In choosing communities to help, governments should base 
their decisions on a combination of need and the potential for 


development. 


-- Smaller and more remote communities should have priority over 
neighbourhood areas in large cities in getting government funding 
because they face greater difficulties in obtaining the money and 


information they need. 


The Council also said that local development organizations 


Should be as free from bureaucratic involvement as possible. 


For more information, contact 
Robert Douglas (613) 952-2144 
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COUNCIL CHARTS NEW PATHS TO KEY ECONOMIC DECISIONS 
OTTAWA -- The Economic Council of Canada called on governments, 


business, and labour today to spawn Canadian-made cooperative 
arrangements to deal with inflation and unemployment at the same 
time. (p. 58)* 


Canadian government and private sector leaders must admit that 
"there is something fundamentally wrong" with past efforts to deal 
with such economic problems, the Council said in its Twenty- 


Seventh Annual Review of the economy. (p. 58) 


The Annual Review noted that new economic problems can emerge if 
policymakers rely solely on high interest rates to fight inflation 
or if governments take opposing economic paths. (pp. 54, 57) 


Without coordinated economic policies in the 1990s, "Canada’s 


options will be limited and unappealing," the Council said. 
(p- 58) 


Twenty-Seventh Annual Review, Transitions for the 90s, Ottawa, 
Supply and Services Canada (EC21-1/1990E; $11.95 in Canada and 
US$14.35 outside Canada). 
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The report tackles a key question: must Canadians periodically 
accept high unemployment as a tradeoff for lower inflation? The 
Council’s answer is that both can be attacked at once if Canadians 
are prepared to work collectively toward the same goals. And it 


outlines several possible options. (pp. xi, xii) 


The pressing problem of persistently high unemployment after 
eight years of economic growth is a handicap as Canadians confront 
a world of rapid political and economic change. This country will 
have to adjust to the competitive force that will emerge in coming 
years from reforms in Eastern Europe, a more tightly integrated 
Western Europe, the rising economies of Asia, and a new North 


American trading bloc. (pp. 1-18) 


The impact of world events in the 1980s has already led to 
important changes in jobs and in real interest rates. Canada’s 


capacity to adjust has not kept pace. 


The Council report pinpoints several causes for stubbornly high 
jobless rates and analyzes the unemployment issue in each region 
(see Charts 1 and 2). Major factors include regional differences 
in economic structure, local market conditions, and government 


policies. (pp. 34-40) 


After looking at cooperative efforts in other countries to 
promote economic growth and full employment, the Council concludes 
that Canada cannot duplicate these successes but must develop its 


own coordinated approach. (p. 48) 


Its suggestions for the unemployment problem range from 
partnership between government, business, and labour in training 
and adjustment decisions to changes in the unemployment insurance 
system to encourage more retraining and more timely counselling 


and placement services. (pp. 50-54) 
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On the inflation front, it urges such steps as a clearly 
spelled-out inflation target and a coordinated effort by federal, 
provincial, and municipal governments to meet that goal. (pp. 54- 
58) 


One of the main contributors to inflation since mid-1989 has 
been regulated prices, particularly in the service sector (see 
Chart 3). Included are prices influenced by federal, provincial 
and municipal policies in areas ranging from public transportation 
to food products controlled by marketing boards. (p. 20) 


The report also outlines the Council’s basic economic 
projections along with alternative scenarios which analyze the 
cost of disinflation. In its base case, the Council suggests 
inflation will settle in the 4 to 6 per cent range in the next 
five years with the federal budget deficit gradually declining and 
unemployment sticking at 7 or 8 per cent. (pp. 24-31) 


Council members, as a whole, endorse the Annual Review. 


*Page references are to Transitions for the 90s, the text of the 
Twenty-Seventh Annual Review of the Economic Council of Canada. 


For more information, contact 
Robert Douglas (613) 952-2144 
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Chart 2 
Incidence and Duration of Unemployment,! Canada, 1981-89 
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1 Change in the unemployment rate from its 1980 level. 
Source Estimates by the Economic Council of Canada. 
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OTTAWA -- What impact does immigration have on Canada? 


The answers, outlined in an Economic Council of Canada policy 


statement released today, are bound to surprise many Canadians. 


Council research undercuts views that there are siqnifticant 
economic gains or losses to Canada from immigration and that 
prejudice rises with an increased flow of immigrants. Researchers 
found small economic benefits to Canadians from immigration and 


Pieing tolerance of visible minorities (pp. 6-14, 27-31, 34). 


ihe Council looks at economic, social, political, and 
humanitarian factors and then recommends a gradual increase in 
immigration over the next 25 years for humanitarian reasons and 
for the benefits to Canadian of a more diverse society. It also 
makes a number of proposals mainly aimed at lessening the risk of 


social tension (pp. 34-41). 


Among the key research findings: 


New Faces in the Crowd: Economic and Social Impacts of 
Immigration, Ottawa, Supply and Services Canada (EC22-171/1991E; 
97295 in Canada and USS$9.55 in other countries). 
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-- Nationally, tolerance for visible minorities has grown in 
recent years (p. 29). 

-- Surprisingly, people in communities with higher proportions 
of visible minorities are likely to be more tolerant of racial and 
ethnic differences (p. 2720 4 

=~ There is no general tendency to discriminate against visible 
minorities in wages and salaries with the possible exception of 
Caribbean and East Asian immigrants (Dive 23 ie 

-- There is a very small economic benefit to Canadians, on 
average, from immigration through greater efficiency and a wider 
Sharing of the future tax burden to pay for health, social 
security, and education (pp. 7, 8, Ls 

-- On balance, evidence shows that a Steady rate of immigration 
does not cause unemployment because the number of firms expands to 
create new jobs (p. 17). 

-- Immigration is likely to have little effect on the relative 
distribution of population and economic power within Canada over 


the next 25 years (pp. 19-20). 


"Immigration offers a rare chance for a policy change where 


everyone can gain," the Council said (p. 41). 


Policy proposals balanced the social and humanitarian advantages 
of increased immigration with the need to promote social harmony 


and reduce tensions. 


The Council recommendation for a gradual increase in immigration 
would mean a steady climb to one per cent of the population by 
2015. In effect, that is an increase to about 330,000 immigrants 
a year in 2015 from about 170,000 in 1991. The levels would be 


reviewed every five years (p. 34). 


The amount of immigration proposed by the Council in the early 


1990s would be somewhat lower than that announced recently by 
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New Faces in the Crowd 


Recommendations 


1 We recommend that immigration be gradually increased above the average levels of the last 25 years, to reach 
1 per cent of the population, on a gross basis, by the year 2015. These levels should be reviewed every five 
years, to verify that the integration of immigrants is being successfully managed. 


2 We recommend that a “moral contract” outlining the responsibilities of both hosts and immigrants be developed 
by the appropriate government agencies, in consultation with immigrant groups, and that its purpose and 
content be widely diffused. We further recommend that it be used in informing and counselling prospective 
immigrants before their arrival in Canada. 


3 We recommend that a major strategic initiative be taken to combat racism and foster tolerance. The strategy 
should be devised and implemented jointly by federal, provincial, and municipal authorities, along with the 
private sector, including both business and the trade unions, at the initiative of the Minister of Multiculturalism 
and Citizenship. As well, there should be strong backing for the Minister at the highest level — i.e., from the 
Prime Minister’s Office. 


Elements of the strategy that we are recommending should include at least: 


i) Expansion in funding of the existing programs that fight prejudice at all levels, with the necessary money 
to be found by a combination of further diversion of funds from support of ethnic activities and a 
reordering of priorities from other government programs. In 1989/90, about $55 million was allocated 
federally to three programs —- Employment Equity (Employment and Immigration Canada), Race Relations 
(Multiculturalism Canada), and the Human Rights Commission. Given that the number of visible- 
minority persons will rise rapidly, a doubling of this amount over the next decade would be appropriate. 
Similar proportional increases will be needed at other levels of government. 

li) Increased business, union, community, educational, and media involvement to extend their existing efforts 
to combat prejudice and promote integration; 

iii) More obligation on the part of immigrants to learn English or French, since our research shows that this 
decreases hostility towards them; 

iv) Information to defuse hosts’ fears of unemployment and competition from immigrants — fears that our 
research shows to be unfounded; 

vy) The avoidance of sharp increases in immigrant inflow, which our results suggest are risky; 

vi) Training of immigrants regarding cultural traditions that are inappropriate in Canada, especially with 
respect to gender equality and attitudes to authority figures such as police, social workers, and — in the 
eyes of many immigrants — public officials; 

vil) Extensive race-relations training for police forces. 


4 We recommend that more resources be devoted by Statistics Canada, in consultation with Multiculturalism and 
Citizenship Canada and other appropriate government departments, to the task of providing consistent 
measurement of social friction and its correlates. The choice of measurement methods should be made in 
consultation with academic faculties in the relevant disciplines. 


5 We recommend that Multiculturalism and Citizenship Canada implement its planned replication of the Berry, 
Kalin, and Taylor 1974 survey of Canadian attitudes to multiculturalism. This survey should be complemented 
by a survey of immigrant attitudes about native-born Canadians and about their level of satisfaction with life in 
Canada. Both surveys should be repeated at regular intervals to monitor changes over time. 


6 We recommend that the provincial and federal governments increase their efforts at disseminating information on 
the degree of equivalence or otherwise of foreign credentials and that they enlist the support of professional 
associations in this endeavour. 


10 


11 


Soe 
We recommend that men and women immigrants have equal access to language training. 


We recommend that language training normally be partly charged for, but with a generous system of loans, 
subsidies, and exemptions in cases where the training is particularly beneficial to the host community rather 
than to the immigrant himself/herself, or in cases where cash payment by the immigrant or the repayment of 
loans taken in order to make cash payment would impose undue economic hardship. As in the case of Canada 
student loans, payment can be made retroactively after the immigrant has acquired a stable job. 


We recommend that the balance among immigrant classes be kept close to the average values obtaining in the 
last 10 years. 


We recommend that the operation of the investor class of immigrants be carefully monitored over the next few 
years, to determine whether it induces investment to occur in worthwhile projects that would not otherwise find 
funding and whether it creates a net benefit to the host society, as measured by the return on the investment. 


We recommend that in determining the points allotted for occupation or whether points should be allotted at all, 
greater importance be given than at present to the need to obtain a balanced intake across all occupational 


groups. 


Employment and Immigration Canada. But it would lead to higher 
numbers of immigrants by 2015 if the federal department’s 
immigration levels beyond the mid-1990s remained in line with its 
e7eserogune (p. 35°). 


To encourage increased tolerance, the Council Suggests a "moral 
contract" between immigrants and Canadians which would involve a 
voluntary, mutual commitment by both immigrants and the host 
population. Immigrants would undertake to respect fundamental 
Canadian values, removing a concern of some Canadians about 
integration of immigrants into Canadian society. At the same 
time, Canadians would agree to respect the language and culture of 
newcomers (pp. 36-37). 


The Council also urges governments and the private sector to 
undertake a major national strategy to combat racism and 


intolerance, (p.. 37). 


And it makes a number of other recommendations dealing with such 
issues as business class immigrants, the balance among immigrant 
classes, measuring social conflict, and the teaching of French and 


English languages to immigrants (pp. 37-41). 


Council members overwhelmingly endorsed the report although one 


member, Dian Cohen, made additional comments. 


For more information, contact 
Robert Douglas (613) 952-2144 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 


Publishing (819) 956-4802. 
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EDUCATION, SKILLS KEY FACTOR IN WORKFORCE \ 
ny, RYY 
SX of ToXss 
OTTAWA -- The future looks increasingly bleak for workers with 
little education and few skills. 


A just-released report by the Economic Council of Canada says 
that, compared with university graduates, workers with little 
education and training have: steadily lost. ground over the last 
20 years in earning p wer, job security, and ability to get new 
Popes py. il 113) 18% (121 TA hr 


This is likely to continue in coming years, says the report, 
entitled Employment in the Service Economy Ger eS ee ee Ga | 
follow-up to a Council policy statement, issued last year, but 


contains additional analysis and more information. 


The Council’s analysis and research backs up -- in some aspects, 
for the first time -- claims that poorly educated workers are at a 
growing disadvantage in the workforce. At the same time, those 


with strong education and training are doing better than ever. 


Employment in the Service Economy, Ottawa, Supply and Services 
Canada (EC22-172/1991E; $21.95 in Canada and US$26.35 in other 
countries). 
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In an increasingly competitive global economy, people are of key 
importance. In general, Canada has a Skilled workforce which 


compares favourably with those of most other countrie.. 


However, the Council found that there are areas where this 


country must improve. 


In particular, Canada’s training record does not compare well 
with those of some Western industrialized countries (Dp. 128-129; 
230) 


"This does not augur well for those individuals who do not have 
access to training opportunities or for the long-run competitive 
position of the Canadian economy, " Says the Council report 
Coe a6): 


Some of the report’s findings: 


~- In general, job skills are rising, partly because of 
technical change. Jobs demanding high skills -- managers, 
professionals, and technicians -- rose faster than any other kind 
of occupation. There was a significant drop in medium-skilled 
clerical, sales, and blue-collar jobs in the 1971-86 period 
Gib ke 2S peel LO) 


-- The likelihood of someone with less than nine years of 


schooling loosing a job doubled in the 1975-89 PELLOG ap. Or 


-- While job training programs may have an even higher payoff 
than fo.mal schooling, Canada ranks last among six industrialized 


countries in providing company-sponsored training (p.° 228)), 


The Council report also analyzes the rapid growth of the service 


sector, notes the close relationship between the goods and service 
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sectors, and points out the trend toward more casual and part-time 
employment. 


As well, the Council found that in the 20-year period after the 
late 1960s, the proportion of middle-income jobs in the workforce 
shrank. Both upper- and lower-income jobs grew. How serious a 
problem this is depends on whether it will continue over the long 
term, the report said (pp. 142, 157). 


*Page numbers refer to Employment in the Service Economy. 


For more imformation, contact 
Robert Douglas (613) 952-2144 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 
Publishing (819) 956-4802. 
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IMMIGRATION REPORT RELEASED 
OTTAWA -- The Economic Council of Canada released today the 


detailed research report behind a recent Council policy statement 


on immigration. 


The report outlines the in-depth research which led the Council 
to say in a February policy statement, New Faces in the Crowd, 
that income gains for Canadians from immigration are small, that 
tolerance of visible minorities is rising, and that rising 


immigration has had no effect on unemployment rates. 
Among the major findings in the research report: 


-- Immigration increases pre-tax income for Canadians because of 
greater cost efficiency through a larger domestic market, but the 


gains are very small (p. 36)*. 


-- Pension costs will rise as the population ages, but the view 
that immigration can reduce the problem significantly is too 


Optimistic (p. 50). 


Economic and Social Impacts of Immigration, Ottawa, Supply and : 
Services Canada (EC22-176/1991E; $19.95 in Canada and US$23.95 in 


other countries). 
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-- Newcomers entering Canada expand markets which leads to 
increased demand and production and new jobs. So unemployment 
Goes 70C rise (p. 62). 


== Careful analysis of 64 public opinion polls since 1975, of 
job offers to blacks and whites in Toronto, and of earnings of 
visible minority immigrants shows that tolerance of visible 


minorities has been rising (p. 119). 


-- Although there is no systematic wage discrimination against 
immigrants, Canadian qualifications and experience pay more than 


foreign qualifications and experience. (pp. 92-93). 
-- Immigrants gain significant economic benefits from entering 
Canadag(pey26:). 


*Page numbers refer to Economic and Social Impacts of Immigration. 


For more information, contact 
Robert Douglas (613) 952-2144 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 
Publishing (819) 956-4802. 
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PR91/4 JUNE 12, 1991 
TAKEOVERS YIELD NO GAINS IN PROFITS 
OTTAWA -- On average, Canadian companies that have been bought out 


by other firms are no more profitable after the purchase than they 


were before, says a just-released study. 


The study, written by economists Abraham Tarasofsky and Ronald 
Corvari, says that a review of more than 100 companies acquired in 
the 1963-83 period reveals that about 40 per cent of them became 
more profitable and an equal number lost ground after they were 
taken over. The remaining 20 per cent showed no change (pp. 24- 

a Th Nee 


In effect, the study concludes that there has been much activity 


in corporate takeovers with little progress towards higher profits 
(Oa 21). 


The study, prepared for the Economic Council of Canada and 
released today, focused on firms that were "partially" taken 


over -- control changed hands but the firms’ shares continued to 


Abraham Tarasofsky and Ronald Corvari, Corporate Mergers and 
Acquisitions: Evidence on Profitability, Ottawa, Supply and 
Services Canada (EC22-173/1991E; $8.75 in Canada and USS10 2502107 
other countries). 
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be sold on the stock market. It is one of the few studies in the 
world to look at both stock market and accounting measures of 
performance. 


Somewhat similar conclusions on profitability have been reached 
by studies on mergers in the United States and Europe. But the 
analysis and research in the Tarasofsky-Corvari study extends and 


goes beyond previous work on Canadian corporate takeovers. 
Some of the main conclusions of the new study: 


-- Firms that are takeover targets are more likely to be poor or 
average performers rather than "winners" at the time they are 


purchased (p»,.25.).. 


‘-- More than half the poor performers showed improved results 
after mergers, about double the rate for winners. On the other 
hand, a much higher percentage of winners did worse than before 


after the takeover (p. 25). 


~- There are opposing views about whether managers of acquiring 
firms want growth of their companies rather than higher profits 


which the shareholders desire (p. 31). 


The authors also suggest that governments should take steps to 
create a climate which ensures shareholders are well informed 
about what is going on in the corporate sector. This might 
involve requiring companies to provide more information about 


subsidiaries that have been taken over (p. 33). 


In addition, they say more research is needed into the impact of 


takeovers on workers (p. 34). 
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*Page numbers refer to Corporate Mergers and Acquisitions: 
Evidence on Profitability. 


For more information, contact 
Robert Douglas (613) 952-2144 


The findings of this study are the personal 
responsibility of the authors, and, as such, 
have not been endorsed by the members of the 
Economic: Council.of, Canada. 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 


Publishing (819) 956-4802. 
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FINDINGS ALLAY CONCERNS ABOUT INCOME PROGRAM 


OTTAWA -- Fears that a guaranteed annual income would reduce the 
incentive to work are "largely misplaced," Says a study by two 
University of Manitoba professors (p. SN as ies | 


The study, written by Professors Derek Hum and Wayne Simpson, 
Says that results from a social experiment in Manitoba show that a 
guaranteed annual income -- sometimes called a negative income 


tax —- hed little effect on the incentive to work (p. 91). 


These findings have implications for the debate about 


introducing a guaranteed annual income in Canada, say the authors. 


The study, released today, was prepared for the Economic Council 
of Canada and the research was supported by Health and Welfare 
Canada, the Social Sciences and Humanities Research Council of 
Canada and Labour Canada. It is the first comprehensive attempt 
to use detailed information from the Manitoba Basic Annual Income 


Experiment (Mincome) to look at the work incentive issue. 


Derek Hum and Wayne Simpson, Income Maintenance, Work Effort, and 
the Canadian Mincome Experiment, Ottawa, Supply and Services 
Canada (EC22-174/1991E; $12.95 in Canada and USS$15.55 in other 
countries). 
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Mincome, a joint federal-provincial program, was launched in the 
early 1970s when interest in a guaranteed income was high. One of 
the key goals was to answer questions about the incentive to work. 
But the program died in the late 1970s and the data gathered lay 
untouched by researchers for years (pp. 43-47). 


Under Mincome, a selected number of families from Winnipeg, 
Dauphin, and a number of rural communities received a basic annual 
income tied to family size and makeup and wealth. As family 
income or wealth increased, a tax formula ensured that the payment 


dropped (p. 49). 


Looking at a sample of almost 1,200 families in Winnipeg, the 
authors found that this guaranteed income program led to fewer 
hours worked for men, married women, and single women who were 
heads of families. But the "effects were small and not 


Stacistically significant.” (pp. 58,60) 


The authors also review theoretical work by economists on this 
issue and suggest that social experiments such as Mincome can be 


effective in evaluating public policies in certain circumstances 
CDi 2:).5 


"While the cost of social experimentation is high," they note, 
"so too are the costs of repeated non-experimental research and 


tii=acvisea social policy decisions” (p. 92): 


*Page references are to the study by Professors Derek Hum and 
Wayne Simpson: Income Maintenance, Work Effort, and the Canadian 


Mincome Experiment. 
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For more information, contact 


Robert Douglas, Economic Council of Canada 
(613) 952-2144 


Derek Hum, University of Manitoba 
(204) 253-5004 or 474-8103 


Wayne Simpson, University of Manitoba 
(204) 253-1553 or 474-9339 


The findings of this study are the personal 
responsibility of the authors, and, as such, 
have not been endorsed by the members of the 
Economic Council of Canada. 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 
Publishing (819) 956-4802. 
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FULL EMPLOYMENT NOT TOP PRIORITY FOR CANADA: STUDY 


OTTAWA -- Is unemployment more politically acceptable in Canada 
today than it used to be? Are Canadians less upset by high 
jobless rates? 


The answer seems to be yes, says political scientist Robert 
Campbell in a research study released today. The reasons are 
rooted in Canada’s political and economic approach to dealing with 


unemployment since the Second World War (p. 37*). 


In essence, the Trent University professor says governments have 
never put full employment on the front burner and have relied on 
"passive" measures, such as unemployment insurance, to cushion the 
blow of joblessness (p. 38). By depending on market forces to cut 
unemployment, Canada has seen rising jobless rates in recent 


decades (pp. xi, 6). 


But the study author says there is another route -- make full 


employment a top political priority and bolster this commitment 


Robert Malcolm Campbell, The Full-Employment Objective in Canada, 
1945-85: Historical, Conceptual, and Comparative Perspectives, 
Ottawa, Supply and Services Canada (EC22-175/1991E; $9.50 in 
Canada and USS$11.40 in other countries). 
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with active measures and cooperative political and economic 
institutions. This approach has worked in other countries such as 
Sweden and Japan (p. 40). 


By "full employment," the study author means a job for everyone 
who wants one. He says this was the implicit meaning of the term 
in 1945. But economists now talk of a different employment 
goal -- the highest level of employment which can be reached 
without pushing up inflation. In Canada, some economists have 
suggested this different goal requires an unemployment rate of 
G.2-0 per cent (p. 22). 


The Campbell study, prepared for the Economic Council of Canada, 
analyzes what has happened since the federal government made a 
commitment to "high and stable" employment in 1945. It also 
suggests how Canada might proceed if it were to take a more 


aggressive approach to achieving full employment. 


The government’s 1945 commitment was never backed up by concrete 
political and economic institutions and programs to ensure that 


unemployment was wiped out, says the study (p. 37). 


Instead, the government used general economic policies which 
proved ineffective in maintaining low unemployment and inflation 
at the same time. To alleviate the pain of being without work, 
the government relied on the "safety net" of unemployment 
insurance. As inflation worsened, the goal of full employment 


lost priority on the policy agenda (pp. 22, 38). 


In the end, the author says, the success of a tull employment 
policy is as much a matter of political will as it is a technical 


economic matter (p. 40). 
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If Canada were to throw its full weight behind a full employment 
policy, it would have to develop collaborative programs and 
organizations at the national and regional levels to win public 
Support and be effective in the market. Representatives of 
business and labour would have to be included (p. 40). 


Countries such as Austria, Sweden, Switzerland, and Japan have 
followed this general path and have low unemployment rates. They 
have managed to reach this goal without high inflation while 


ensuring they are competitive internationally (p. 40). 


*Page references are to the study by Professor Robert Campbell: 
The Full-Employment Objective in Canada, 1945-85. 


For more information, contact 


Robert Campbell, Trent University 
(705) 748-1430 or (705) 748-4582 


Natolie Papadopoulos, Economic Council of Canada 
(619) .952-1720 


The findings of this study are the personal 
responsibility of the author, and, as such, 


have not been endorsed by the members of the 
Economic Council of Canada. 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 
Publishing (819) 956-4802. 
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News Release Communiqué 


FOR RELEASE ON 


PROD/7 OCTOBER 2, 1991 
CANADIAN UNEMPLOYMENT: FROM THE 80s TO THE 90s 
OTTAWA -- During the recession of 1981-82, the Canadian 


unemployment rate jumped to more than 11 per cent of the labour 
force and did not regain its pre-recession level until 1989. This 
persistence is puzzling and cause for considerable concern, given 
the impressive employment growth in the 1983-89 period.) Why did 
it take so long for unemployment to return to its pre-recession 
level? Will the problem of high and persistent unemployment be 
repeated in the 1990s, following the current (June 1991) economic 
downturn? Are there any lessons to be learned from the 1980s to 
help Canadians deal with the labour market challenges of the 
1390s? 


The nine papers in this book report the research and analysis of 
several contributors. In addition, an introductory chapter 
outlines the dimensions of unemployment in Canada and discusses 
the policy implications of the research. The volume provides a 
comprehensive and innovative analysis of the Canadian unemployment 
problem, and is driven by the observation of two disturbing 


aspects: the rising trend in the unemployment rate and the 


Canadian Unemployment: Lessons from the 80s and Challenges for 
the 90s, compendium edited by Surendra Gera, Ottawa, Supply and 
Services Canada (EC22-177/1991E; $18.75 in Canada and US$22.75 in 
other countries). 
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persistence of high unemployment. Among other troubling features 
of the problem, the authors note rising rates of long-term 
unemployment, and growing regional, demographic, and industrial 
disparities in unemployment. 


The analyses and conclusions of these authors offer important 
insights into recent Canadian unemployment experience, and also 
guidance for the emerging realities of the 1990s. This book will 
prove enormously valuable to researchers and policymakers 


concerned with unemployment and labour market adjustment issues. 


For more information, contact 


Surendra Gera 
(6s) o2—2156 


The findings of these papers are the personal 
responsibility of the authors, and, as such, 


have not been endorsed by the members of the 
Economic Council of Canada. 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 
Publishing (819) 956-4802. 
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ECONOMIC COUNCIL STUDIES CONSTITUTIONAL OPTIONS 


OTTAWA -- The Economic Council of Canada today released its 
Twenty-Eighth Annual Review, entitled A Joint Venture: The 
Economics of Constitutional Options. In the Review, the Council 
examines the functioning of the Canadian economic union and 
assesses the impact on all regions of possible constitutional 
changes. Council Chairman Judith Maxwell said, "changes can be 
made to the political structure while preserving a strong economic 
union if all the players are committed to the joint venture." She 
pointed out that, "political changes have economic consequences. 
Any changes to the Canadian political structure must create the 
potential to raise productivity and real incomes, and include an 
agreement on how Canadians will share the proceeds of growth and 


the risks of economic hardship." 


According “tothe Council, the constitutional debate is taking 
place in an environment where Canadians are paying more taxes for 
fewer services because of the high public debt. At the same time, 
the balance of power between the federal and provincial 


governments is shifting. Taken together, the provinces are now 


Twenty-Eighth Annual Review, A Joint Venture: The Economics of 
Constitutional Options, Ottawa, Supply and Services Canada (EC21- 
1/1991E; $12.95 in Canada and US$15.55 in other countries). 
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much larger than the federal government -- this has not been 


reflected in our economic decision-making systems. 


The federal and provincial governments must coordinate 
regulations, taxes, and other policies to improve the functioning 
of the economic union. For the provinces, this involves trading 
off their scope for independent action against further gains from 
economic integration. The Council believes that the forum in 
which the trade-offs are made and in which common standards and 
objectives are set should be political, not legal. However, a 
more decentralized federation would require stronger legal and 
constitutional guarantees. In more radical options for 
constitutional change, therefore, the provinces may face more 
economic constraints because more binding decision-making 


mechanisms would be needed. 


The current constitutional debate is in large part the 
reflection of two.visions of sharing -- one which calls for very 
similar if not uniform policies of sharing throughout the country 
and another which places greater emphasis on regional preferences 
and greater identification of Canadians with their regional 
communities. Addressing this issue is a fundamental step in 
determining, first, the division of responsibilities between the 
federal government and the provinces and, second, the need for 


national standards in public services. 


The Council examined five stylized constitutional options to 


determine their impact on the economic union: 


-- the status quo; 
-- moderate decentralization; 


== radical decentralization; 
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-- sovereignty-association!; and 


-- confederation of regions. 


The analysis shows that because the federal government raises 
far more taxes in the richer provinces than in the poorer ones, 
decentralization increases the tax load on smaller provincial 
economies. In some options this effect can be offset by 
strengthening the equalization system. In a confederation of 
regions scenario, it is so severe that the Council has rejected 


the option as impractical. 


Radical changes to the constitutional structure -- such as 
sovereignty-association or a confederation of regions -- hold the 
potential for dynamic gains from a greater social consensus and 
willingness to work together to solve economic issues. But these 
gains cannot be measured and they would have to be very large to 
compensate for the negative effects of strains on the economic 
union, transition costs, and the costs of rearranging tax and 


spending powers. 


The Council points out that any significant change in politieal 
structure -- even if only one province makes a change -- will 
involve transition costs that affect all governments. Credit 
raters would reassess debt burdens, the efficiency of the economic 
union, exchange rate risks, and other factors. The transition 
costs from higher risk premiums can be reduced, but not 


eliminated, if any changes are negotiated calmly and rationally. 


1 pefined as follows: Quebec takes over all tax and spending 
powers but maintains trade and commercial ties with the rest of 


Canada. 
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For more information, contact 
Robert Douglas (613) 952-2144 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 


Publishing (819) 956-4802. 
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FOR RELEASE ON 


PRo2/4 FEBRUARY 6, 1992 
STUDY EXAMINES DIVISION OF POWERS 
OTTAWA -- The key constitutional issue of the division of powers 


between federal and provincial governments is examined in depth in 


a study released today. 


The study by Queen’s University economist Robin Boadway was 
commissioned by the Economic Council of Canada as part of the 
research effort which led to the Council’s Twenty-Eighth Annual 
Review of the economy, entitled A Joint Venture. 


It contributed significantly to the Council’s analysis of fiscal 
relations and the division of powers between governments in the 
Annual Review. But the views in the Boadway study are the 


author’s and do not necessarily represent those of the Council. 


"There is no scientific answer to the division of powers issue 
from an economic perspective," says the author. "Some judgements 
must be made, and it is clear that economists themselves do not 


make uniform judgements on this issue." 


Robin Boadway, The Constitutional Division of Powers: An Economic 
Perspective, Ottawa, Supply and Services Canada (EC22-178/1992E; 
$10.95 in Canada and US$13.15 in other countries). 
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Boadway argues for a division of powers which would give a 
strong role to the federal government in both the spending and tax 
fields to ensure equity across the country. 


The Council did not take a position in the Annual Review as to 
whether equity issues were best dealt with by the federal or 
provincial governments, but simply outlined the financial impact 


of different ways of allocating powers between governments. 


The Queen’s University professor examines various economic 
approaches to assigning responsibilities among federal and 


provincial governments with efficiency and equity as yardsticks. 


He also notes the growing importance of the provinces in 
taxation and spending in the last 30 years, and says this may have 
a major impact on the ability of the federal government to 
encourage a harmonized system of taxation and social programs 


across the country. 


The paper concludes with an examination of some of the financial 
consequences of different ways of dividing powers between federal 
and provincial governments, including asymetric arrangements for 


Quebec alone. 


For more information, contact 


Professor Robin Boadway, Queen’s University 
(613) 545-2265 


Robert Douglas, Economic Council of Canada 
(613) 952-2144 
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The findings of this study are the personal 
responsibility of the authors and, as such, 
have not been endorsed by the members of the 
Economic Council of Canada. 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 
Publishing (819) 956-4802. 
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DO NOT RELEASE BEFORE 
10:00 A.M. (EST) 


PR92/2 FEBRUARY 12, 1992 
CANADIAN LIVING STANDARDS CHALLENGED 
OTTAWA -- Living standards in Canada, still among the highest in 


the world, are heading into troubled waters unless Canadians steer 


away from the economic shoals. 


The Economic Council of Canada says in a policy statement 
released today that weak productivity growth is slowing down 
increases in real incomes -- wages minus inflation. It now takes 
35 years for Canadians to double real incomes compared to 18 years 


in the early 1970s. 


On the bright side, the Council says, this country is rich in 
natural resources, a well-educated workforce, and a modern 
communications and transport system. And governments and industry 


have started to face up to challenges from foreign competitors. 


But changes in world markets, high production costs, and a 
slower pace of innovation than in key competitors have eroded 
Canada’s position in global trade. These are intertwined with 
sluggish growth in productivity, or output per person, in 


threatening future Canadian living standards. 


Pulling Together: Productivity, Innovation, and Trade, Ottawa, 
Supply and Services Canada (EC22-180/1992E; $8.25 in Canada and 
USS9.90 in other countries). 
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The Council Statement, entitled Pulling Together, declares that 
a major problem is the slowness of Canadian industry to adjust 


quickly and efficiently to price shocks and other economic 
changes. 


To cope with this challenge, the Council says that Canadians 
will have to change their attitudes towards economic change and 
join together in dealing with the basic issues affecting living 
Standards. And it offers suggestions for the path they should 
follow. 


The Statement is based on in-depth research comparing Canada 
with its major trading competitors. It throws new light on the 
productivity blight that has afflicted Canada in recent years. 


Canadian exports have been strongly based on natural resource 
products which this country produces more efficiently than many 
other nations. But global trade is shifting more towards 
manufactured -- particularly high-tech -- goods while world use of 
raw materials is slowing. And real commodity prices -- prices 


Minus inflation -- are declining. 


These difficulties are compounded by the fact that natural 
resource industries have not been able to increase efficiency as 
quickly as the manufacturing sector, particularly high-tech firms, 


says the Council. 


In manufacturing productivity, Canada once ranked just behind 
the United States but dropped behind West Germany, France, and 
Italy in the 1980s. Japan has jumped to 90 per cent of the 


Canadian level from only 53 per cent 20 years ago. 


Some other highlights from Pulling Together: 
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-- Average Canadian manufacturing costs were about 40 per cent 
more than those in the United States in 1990, a big jump from 
about 2 per cent in 1980. The main reason was slower productivity 
growth in the Canadian manufacturing sector with higher Canadian 
inflation rates a close second. This gap is serious because the 


United States is Canada’s main trading partner. 


-- Much of the slowdown in productivity growth is linked to 
resistance to change in the economy. For instance, almost one- 
third of the slowdown can be traced to energy price shocks in the 
last 20 years. Industry adjusted more quickly in Japan and the 
United States than in Canada. Canadian industry also adjusted 
less rapidly to exchange rate changes than firms in those two 


countries. 


-- Canada was slower than the United States in adopting 
technological advances from abroad. Surprisingly, Canadian-owned 
manufacturing firms stepped up their investment in research and 
development in the United States in the 1980s. 


Among its messages to Canadians, the Council underlines the 
importance of teamwork between business, labour, and governments. 
It notes that many Canadians seem to recognize the need for such 
Change and there are encouraging developments in public policy and 
in the private sector. But there needs to be a broader, more 


intense effort. 


Turning to governments, the Council emphasizes that they should 
hold to their fiscal stance, develop human resources, and 


encourage innovation. 


The Statement was endorsed by Council members. Three members, 


Pierre Paquette, Marcel Pepin, and Ken Woods, added comments. 
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For more information, contact 
Robert Douglas (613) 952-2144 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 
Publishing (819) 956-4802. 
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NO SYSTEMATIC WAGE DISCRIMINATION 4 92 
FOR COLOUR REASONS: STUDY Ap, “a 
OTTAWA -- There is no evidence of systematic wage discrimination 


against immigrants because of colour, says a study prepared for 
the Economic Council of Canada. 


The study, released today, says that "there is no difference in 


earnings by origin for the vast majority of countries." 


As a result, says study author Arnold deSilva, the “evidence is 


definitely not consistent with discrimination based on colour." 


deSilva, a Council economist, arrived at this conclusion after a 
detailed comparison of wages of immigrants and Canadian-born 
persons, taking into account such factors as education, work 
experience, gender, province of residence, and language 


proficiency. 


The study report, Earnings of Immigrants: A Comparative 


Analysis, is based on research carried out for a Council policy 


Arnold deSilva, Earnings of Immigrants: A Comparative Analysis, 
Ottawa, Supply and Services Canada (EC22-179/1992E; $8.25 in 
Canada and USS9.90 in other countries). 
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statement on immigration entitled New Faces in the Crowd, released 
an 1991: 


The deSilva study also asks whether immigrants have higher 
unemployment and welfare levels and lower wages than other 
Canadians. It uses census information and econometric techniques 
to arrive at the answers. 


deSilva says that immigrants, in general, have a lower 
unemployment rate than Canadian-born workers. But there are 
differences between recent immigrants and those who have lived in 
Canada longer -- recent immigrants have a slightly higher jobless 


rate than earlier immigrants and people born in Canada. 


While there are data problems, the evidence indicates that the 
percentage of immigrants on welfare is about the same as for 


Canadian-born persons. 


Immigrants who have received all their education in Canada tend 


to earn just as much as Canadian-born workers. 


There is only one area where the study found evidence of 
considerable discrimination: women are systematically 
discriminated against, whether they are immigrants or Canadian- 
born. This shows that the methodology used can demonstrate the 


existence of systematic discrimination if it is indeed there. 


For more information, contact 
Robert Douglas (613) 952-2144 
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The findings of this study are the personal 
responsibility of the author and) as..sucit, 

have not been endorsed by the members of the 
Economic Council of Canada: 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 
Publishing (819) 956-4802. 
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COUNCIL URGES EDUCATION CHANGES 


OTTAWA -- The Economic Council of Canada is Calling for a more 
coherent education system linking employers, schools, and 
governments to boost standards and to produce graduates better- 


equipped for a more competitive work world. 


The Council warns in a policy statement today that if present 
trends continue Canadian schools will send another one million 
young people who are functionally illiterate into the workforce 
during the 1990s. 


A major problem, says the Council statement, is that the primary 
and secondary school system shortchanges the 70 per cent of 


students who will not go on to college and university. 


As a result, almost one quarter of high school graduates tend to 
avoid reading or simple numerical operations in the everyday world 
and are poorly equipped for the workforce. In addition, many 
others drop out before graduation -- the drop-out rate is much 
higher in Canada than in major competitors such as Japan and 


Germany. 


A Lot to. Learn: Education and Training in Canada, Ottawa, Supply 
and Services Canada (EC22-182/1992E; $6.95 in Canada and USS8.35 
in other countries). 
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The Council also found that the quality of education tends to be 
higher in the Western provinces than in Central or Eastern Canada. 
As well, results are mediocre in science and mathematics and there 
are serious shortcomings in vocational training in schools and in 
apprenticeship training in firms. 


The Council statement, based on two years of research, concludes 
that an essential first step to a better system is an integrated 
approach where employers and schools work closely together in 


preparing young Canadians for the workplace and a lifetime of 


learning. 
Among other findings and proposals: 


-- Canada ranks in the middle among 18 industrialized countries 


in education, labour market, and economic performance. 


-- The Atlantic provinces are overstretched financially in 


trying to maintain their school systems. 


-- The education system should ensure all 16-year-olds are 
literate and numerate by the year 2000; increase the proportion of 
secondary-school graduates by 3 per cent annually; expand 
enrolment in science and math programs; and improve the 


performance of the weaker provinces. 


-- Partnerships should be encouraged between employers and 
schools and formal links should be established between vocational 
training in secondary schools and apprenticeship training in 


firms. 


-- Good teaching should be encouraged -- the best teachers need 
greater professional recognition and teacher supply must be more 


effectively matched with teacher demand. 
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-- There should be greater freedom of choice in the school 


system leading to increased accountability by teachers and 
principals. 


-- Administrative costs and duplication of services should be 


reduced through such steps as Sharing transportation and merging 
school boards. 


This is the Economic Council of Canada’s final Policy Statement. 
The Council is in the process of winding down its research 
activities, including publication of some final studies. The 
Council is planning to formally close its doors by the end of June 
SES TOR 


For more information, contact 
Robert Douglas (613) 952-2144 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 


Publishing (819) 956-4802. 
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FOR RELEASE ON 


PRI2/5 JUNE 10, 1992 
STUDY ON IMPACT OF CONSTITUTIONAL OPTIONS 
PUBLISHED BY ECONOMIC COUNCIL OF CANADA 
OTTAWA -- A study by Andrew Burns which formed part of the basis 


of the Economic Council of Canada’s Twenty-Eighth Annual Review, A 
Joint Venture, was released today. 


In his study, Burns describes the model used to evaluate long- 
run impacts on each region of Canada of the fiscal arrangements 
associated with four stylized constitutional options presented in 
the Review, a moderately decentralized federation, an extensively 
decentralized federation, a confederation of regions, anda 


Quebec/Canada sovereignty association. 


No model, no matter how sophisticated, can capture the full 
economic impact of comprehensive changes in political structure 
and division of powers. Accordingly, the study here focuses 
explicitly on the long-term consequences of changing the complex 
system of fiscal transfers and taxes which currently link the 


provinces and the federal government. 


Andrew Burns, Regional Welfare Impacts of Some Alternative Fiscal 
Arrangements, Ottawa, Supply and Services Canada (EC22-184/1992E; 
$12.95 in Canada and US$15.55 in other countries). 
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The work on this background study was completed 
release of the Review. The results presented are 
slightly different from the ones published in the 


particular, the reader will note some significant 


after the 
therefore 
Review. In 


changes in the 


results reported for the moderate decentralization scenario. In 


all other cases, the results are either unchanged 
to those published earlier. 


or very similar 


The Burns study is one of more than 40 studies and working 


papers to be published as a result of the closing 


of the Council. 


Although publication activities will continue into August, the 


doors officially close on June 30. 


For more information, contact 
Ruchard Bélec. (613) 952-1716 


The findings of this study are the personal 
responsibility of the author and, as such, 


have not been endorsed by the members 
Economic Council of Canada. 


of the 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 


Publishing (819) 956-4802. 
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FOR RELEASE ON 


PR92/6 \3 JUNE 18, 1992 


ECONOMIC COUNCIL PUBLISHES STUDY ON CANADIAN EXCHANGE RATE 


OTTAWA -- There is new input to the public debate about the 
appropriateness of the role of monetary and exchange rate policies 
in influencing the cost performance of Canadian traded-goods 
industries. The Economic Council of Canada has released today a 
study on Exchange Rates and International Competitiveness of the 


Canadian Economy, by Richard G. Harris. 


The study is one of a number commissioned under the Council’s 
project on Competitiveness and Trade Performance, which has 
explored the poor performance of Canadian industry over the past 
20 years. Professor Richard Harris of Simon Fraser University was 
asked to undertake the study to examine the causes and effects of 
large and persistent fluctuations in the value of the Canadian 
dollar. 


The wide swings in exchange rates under the floating exchange 
rate policy have not corrected cost competitiveness problems, but 
instead have led to sharp swings in exports and imports, 


disrupting normal trading relationships and causing fluctuations 


Richard G. Harris, Exchange Rates and International 
Competitiveness of the Canadian Economy, Ottawa, Supply and 
Services Canada (EC22-185/1992E; $9.95 in Canada and US$11.95 in 
other countries). 
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in output and employment in the export and import-competing 
sectors. Professor Harris cautions it is too early to dismiss the 
possibility that the current overvaluation of the Canadian dollar 
will have permanent adverse consequences for Canada’s trade 
performance. 


For more information, contact 
Richard Bélec (613) 952-1711 


The findings of this study are the personal 
responsibility of the author and, as such, 


have not been endorsed by the members of the 
Economic Council:-of Canada. 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 


Publishing (819) 956-4802. 
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FOR RELEASE ON 
PRI 2/7 JUNE 25, 1992 
ECONOMIC COUNCIL PUBLISHES IMPORTANT REPORT ON POVERTY 
OTTAWA -- One in three Canadians can expect to be poor at some 
time during their working lives. So states a report entitled The 


New Face of Poverty: Income Security Needs of Canadian Families, 


which was released today by the Economic Council of Canada. 


The report provides a new perspective on poverty among working- 
age people and their families. A new database developed by the 
Economic Council of Canada and Statistics Canada enabled 
researchers to track the entries into and exits from poverty of 
families over a five-year period, thereby providing information on 
the volatility of incomes and the duration of each spell of 
poverty. A central theme to emerge from this analysis is that the 
needs of the poorer population are highly diverse and therefore 
require a set of public programs that are flexible enough to 


respond to this diversity. 


A major achievement of Canada’s social programs has been to 
increase income security for the elderly, and to reduce the depth 
of poverty among working-age families says the report. However, 
since the mid 1970s, there has been almost no improvement in the 


The New Face of Poverty: Income Security Needs of Canadian 
Families, Ottawa, Supply and Services Canada (EC22-186/1992E; 
$9.95 in Canada and US$11.95 in other countries). 
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proportion of Canadian families that are poor. Even more 
worrying, poverty could worsen during the 1990s, due to an 
increase in social and economic stresses that influence the 
likelihood of poverty, such as family breakdowns and the 
difficulties experienced by workers in adjusting to changing job 
requirements. 


The research indicates that almost all lower income Canadian 
families have some labour force linkages, but that many of their 
needs are not being met by current income-security programs. Many 
people develop a dependency on Unemployment Insurance. At the 
same time, social assistance programs do not provide adequate 
incentives to work, nor sufficient opportunities for them to 


upgrade their work skills. 


This analysis leads to suggestions for a major restructuring of 
Canada’s income-security programs for the working-age population. 
Fundamental to such a change would be an increased focus on 
employment transitions. This would enable governments to increase 
the efficiency of their efforts to reduce poverty and to help 
Canadians become more self-reliant in the face of a rapidly 


changing economy. 


For more information, contact 
Richard Bélec (613) 952-1716 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 
Publishing (819) 956-4802. 
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a FOR RELEASE ON 
PR92/8 Pry 6G , JUNE 29, 1992 


ECONOMIC COUNCIL PUBLISHES PAPER ON 
CONTROLLING DRUG EXPENDITURE IN CANADA 


OTTAWA -- A report which raises a broad range of issues concerning 
the management of drug programs was released today by the Economic 
Council of Canada. It builds on research its author, Dr. Paul 
Gorecki, carried out for the Pharmaceutical Inquiry of Ontario. 
Support for this work was also received from the Ontario Ministry 
of Health. 


Effective and efficient program management and delivery are of 
paramount importance at the present time. Health-care budgets 
have expanded rapidly, and drugs are no exception; indeed their 
rate of growth has exceeded that of the overall health-care budget 
during a time when governments are faced with fiscal restraint. 

It is hoped that this study will provide a greater appreciation 
and understanding of the forces shaping provincial drug programs 


and thus will improve policy making. 


The monograph is one of a number of monographs and working 
papers to be produced over the next few months, following the 


closing of the Council at the end of June. So that the valuable 


Paul K. Gorecki, Controlling Drug Expenditure in Canada: The 
Ontario Experience, Ottawa, Supply and Services Canada (EC22- 
183/1992E; $18.95 in Canada and US$22.75 in other countries). 
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research will not be lost to the Canadian public, a number GE 
projects have been documented and will be available through the 


Canada Communication Group in Ottawa. 


For more information, contact 
Richard Bélec (613) 952-1716 


The findings of this study are the personal 
responsibility of the author and, as such, 


have not been endorsed by the Economic 
Council of Canada or the Ontario Ministry of 
Health. 


Council publications are available through commercial booksellers 
in major Canadian cities or from the Canada Communication Group -- 


Publishing (819) 956-4802. 
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